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CHAPTER I 


T he purpose of this book is to present as 
concisely as is compatible with understanding 
.the methods and conventions used by accountants; 
with some discussion of their limitations from the 
point of view of the economist. 

Accounting is the application of a technique 
for recording and interpreting commercial trans- 
actions. If the statements prepared by accountants 
are to be used by economists, some understanding 
of that technique by the latter is desirable. These 
statements are sometimes used in statistical studies 
by economists who have mastered the technique 
of the interpretation of statistics, but not that of 
accounting; and economists may speak of such 
things as profits, capital, and depreciation, without 
knowing exactly what the accountant and the 
business man mean by them. Accounting must 
necessarily supply a great deal of the material for 
the study of banking, credit, public finance, the 
capital market, and social control, which are 
matters of great interest to economists. 

Although some accounting statements deal 
with quantities of goods, the majority are expressed 
in terms of money, for only in this way can 
heterogeneous materials be brought together and 
the results of complicated transactions in all the 
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factors of production be expressed in simple form. 
During the period in which accounting came to 
. occupy its present important position, the value 
of money changed slowly, but in recent times more 
rapid fluctuations have occurred. No satisfactory 
technique has yet been established in ordinary 
accounting procedure to deal with these rapid 
changes, which may be of importance for short 
periods from time to time; the economist must 
make what adjustments he deems necessary when 
making use of accounting statements for such 
periods. 

The necessity for the keeping of accounts and 
for their interpretation has increased with the 
increased complication of business organization; 
the following headings and notes give some idea 
of the reasons why accounting has become more 
and more important. 

Agency 

The appointment of a steward to control an 
estate or a household required that the steward 
should render an account to his lord. The appoint- 
ment of agents for commercial purposes is now 
widespread, and they have control over goods and 
money, and the responsibility for collection and 
payment of debts. They may operate at a great dis- 
tance from their principals, who exercise their con- 
trol largely through the accounts rendered to them. 
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Partnership 

Joint ventures and joint ownership involve the 
separation of private affairs and personal trans- 
actions from those carried on in common. The 
sharing of profits and losses, and the ultimate 
ciissolution of the partnership require the keeping 
of accounts. 

Limited Companies 

The subscription by shareholders of funds 
placed under the management of directors is the 
development of a combination of some of the 
features of both agency and partnership. The pro- 
gressive divorce between ownership and manage- 
ment has increased the importance of accounts. 
The introduction of limited liability has drawn 
the attention of creditors away from the personal 
fortunes of the owners to the current operations 
of the business, revealed in accounting statements. 

Bank Credit 

The increase in the size of business units has 
made individual credits of great concern to banks, 
while the development of branch banking has led 
to the concentration of the control of large credits 
at head offices. The direct and intimate relations 
between the local bank manager and his clients 
which once existed have largely disappeared, and 
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credit control is now exercised mainly on the basis 
of accounting statements. 

Taxation 

Some of the earliest recorded accounts were for 
the purpose of taxation; the present emphasis on 
income tax has been responsible for a much wider 
interest in accounting, and has led to insistence 
by the state upon proper accounting methods. 

Government 

Responsible government and the entrance of 
government into industrial and commercial activi- 
ties have required the keeping of accounts and 
the publication of accounting statements which, 
in spite of superficial differences, depend on the 
same fundamental methods as ordinary business 
accounting. 

Public Policy 

The fixing of rates for public utilities, the 
administration of tariffs, and the social control 
of industry, ail require the keeping of accounts, 
and depend for their effectiveness on the accuracy 
of those accounts. 

Internal Control 

The division of labour, organization in depart- 
ments, and delegation of control in large businesses 
have contributed to and depend on accounting. 
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Control is exercised through a specialized account- 
ing department which is able to prevent waste and 
theft, and to present statements to the manage- 
ment to enable them to judge the efficiency of the 
parts and, to some extent, of the individuals which 
make up the business. Further, the policy of 
management is guided by accounting statements. 



CHAPTER 11 


TNSTEAD of starting immediately on a discussion 

of “double entry” bookkeeping, a system of 
accounts will be gradually built up on the basis 
of the needs that would become apparent if a man 
started a very small business. The exact form of 
accounts in common use will not be adhered to 
strictly because simplicity in exposition and the 
understanding of final statements are here of 
greater importance than the mastery of the pre- 
cise mechanism. The examples given are as short 
as possible; actual transactions would, of course, 
be much more numerous. 

CASH BOOK 

The first record required in a money economy 
is a cash book; and in it are recorded the opening 
balance of cash on hand, receipts of cash, payments 
in cash, and the closing balance. This record 
enables a man to know what payments he can 
make from time to time without counting his 
money on each occasion; to analyse his payments 
and make comparisons between one period and 
another; and to detect theft and carelessness. 
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Dr. 

Cash Book 

Cr. 



1941 


1941 


Jan. 1 Cash on hand. . 

$490 

Jan. 1 Rent (one week) 


Jan. 3 Jones, for goods 


in advance $ 20 

sold 

69 

Jan. 2 Smith, for goods 


Jan. 5 Black, for goods 


purchased 

105 

sold 

.217 

Jan, 4 White, for goods 



purchased 

70 

Jan. 6 Wages for one 

week 

25 

Jan. 6 Balance of cash 

on hand 

556 

$776 

$776 


Jan. 8 Cash on hand. .$556 

The transactions are those for a week' showing 
the opening balance on Monday morning and the 
closing balance on Saturday. The left hand side 
of the book is called the debit side and the right 
hand the credit side, these being indicated by the 
abbreviations Dr. and Cr. The cash book is said 
to be debited or charged with all cash received 
and credited with all cash paid out. If the cash 
box or till is personified and the cash book is 
considered as the record of transactions between 
the owner of the business and the cash box, then 
the debit entries show the cash for which the cash 
box has become responsible or which have been 
charged to it; and the credit entries show what 
amounts the cash box has paid out on behalf of 
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the owner, thus discharging part of its responsi- 
bility to him. 

Almost every transaction that is recorded in 
books of account can be modified in the mind until 
one side of it is the payment of money, and if the 
simple rule “The cash book is debited with cash 
received” is remembered, this will remove many 
future doubts as to the side of an account on which 
a particular entry should be made. Eventually, 
with a full understanding of the system, such 
doubts will never arise. 

The entries in the cash book are records of 
cash received and cash paid, with the dates of 
receipts and payments, and sufficient description 
to identify the purpose of the transaction. The 
description of the whole transaction arising out of 
each contract is not, however, complete, for no 
information is here given of the dates at which the 
goods bought and sold were delivered; that is, 
whether they were cash or credit transactions. 
Also, rent is paid in advance, but the benefits from 
it accrue day by day. Further, no information is 
given as to contracts for purchases or sales of goods 
or services in respect of which no cash has yet 
changed hands, or of the stock of goods on hand at 
the beginning or end of the week. For these 
reasons the profit or loss on operations for the week 
cannot be determined without further information. 
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ACCOUNTS RECEIVABLE AND ACCOUNTS PAYABLE 

If* goods are purchased and sold on a credit 
basis, memory does not serve as an adequate record 
unless the number of transactions is very small, 
and a record showing indebtedness is obviously 
necessary. If goods are sold to a customer, his 
account is debited with their price, and this 
account will show a debit balance until cash 
is received in payment for them. When cash is 
received, the cash book is debited, as has already 
been explained, and the customer making the 
payment is credited. 

Dr. Cr. 

1940 Dec. 3 Sales.... ^ 1940 Dec. 31 Balance. $69 

1941 Jan. 1 Balance. .$69 1941 Jan. 3 Cash .. .$69 

The above account records first, the fact that on 
December 3 goods were sold for $69 to Jones; 
secondly, that at the end of the year his account 
showed a debit balance of I69; and thirdly, that 
Jones paid for the goods in cash (at the expiration 
of a month’s credit) on January 3. The account 
is ruled off by two lines to show that it has no 
balance on January 3; that is, that the totals of 
the two sides are equal. The receipt of cash from 
Jones has already been recorded in the cash book. 
An account of this sort shows the balance due 
from the customer at any time; it also shows the 
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whole history of the transactions between the two 
parties, and, particularly, whether the customer 
settles his accounts promptly or in accordance 
with the terms of credit arranged. 

The cash book also shows cash received from 
Black and cash paid to Smith; their accounts will 
be given later. 

White „ 

Dr. Cr. 

1941 Jan. 4 Cash....? 70 1941 Jan. 4 Purchases$150 

“ 6 Balance.. 80 

^ $150 

Jan. 6 Balance $ 80 

The above account shows that on January 4 goods 
of the value of $i 50 were purchased from White, 
his account being credited with this sum. On the 
same day a part payment of ^70 was made. This 
amount has already been credited to the cash book 
and is here debited to White. At the end of the 
week the account is balanced by entering on the 
debit side the amount still owing and carrying this 
down to the new period as a credit balance, showing 
that White is a creditor for |8o. 

These accounts, headed by the name of a person 
with whom transactions take place, are called 
“personal” accounts. They are kept in the ledger 
unless they are of sufficient number to justify their 
segregation into two separate books, one for 
accounts receivable (resulting from sales) and one 
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for accounts payable (resulting from purchases). 
The total of the amounts owing in respect of sales 
(i.e., the total of the debit balances on personal 
accounts) is called “accounts receivable/’ and the 
total of the accounts owing in respect of purchases 
(i.e.j the total of credit balances on personal 
accounts) is called “accounts payable.” These 
totals can be readily determined at any time if the 
proper entries have been made, and, with the 
cash balance, show the “liquid” position of the 
business; the cash now available, plus the cash 
which will be collected shortly from the accounts 
receivable, being contrasted with the cash which 
will be paid shortly in settlement of accounts 
payable. 

SERVICES 

Every ordinary business transaction is a con- 
tract under which both parties acquire some right 
and assume some corresponding responsibility; 
that is to say that there is “consideration” on both 
sides. The consideration may consist of payment 
of cash, a promise to pay cash, handing over of 
goods, a promise to hand over goods, rendering a 
service, or a promise to render a service. These 
forms of consideration are not essentially different. 
Cash has the advantage that the recipient is free 
to use it for the acquisition of goods or services, 
past, present, or future; but cash can be the con- 
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sideration only on one side of a transaction: a 
business cannot be run merely by receivin’g and 
paying cash. Nor can a business be run merely by 
buying and selling goods for cash or on credit, 
because services in the form of rent and wages 
must also be purchased. Both goods and services 
are necessary for the operation of most businesses, 
while cash is a reservoir containing a command 
over further goods and services. The object of a 
business is to combine goods and services so that 
the resultant product can be used as consideration 
for a fresh contract, and a skilful combination 
results in profitable transactions. A wholesale mer- 
chant, for instance, has a reserve of cash on hand; 
rents or owns premises, which he insures; employs 
labour; buys goods and packing materials; and 
distributes goods to retailers. All his “factors of 
production” are essential.^ 

The payments made for such services as rent 
and wages are usually made at regular intervals, 
and a separate account is kept for each so that a 
complete record of rent and wages may be avail- 
able. As the amounts are paid in full, no balances 
being left unpaid, the names of those to whom the 
payments are made are of no importance in the 

^The costs of services are referred to in many books as “expenses”; 
an unfortunate name because the cost of goods is equally an expense, 
and because the word “expenses” is best restricted to the costs of 
goods and services med up during an accounting period, irrespective 
of the date of acquisition. 
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accounting records, and for these reasons the 
accounts are headed by the name of the service and 
are called “nominal” accounts. Payments of cash 
for rent and wages are, as has been shown, credited 
to the cash book, and are then debited to the rent 
account and wages account, respectively. The 
owner or manager of the business can thus see when 
the last payment was made and what period it 
covered without referring back to the cash book 
and other records. 

Rent 

(payable weekly in advance) 

Dr. Cr. 

1941 Jan. 1 Cash $20 

Wages 

(payable weekly in arrears) 

Dr. Cr. 

1941 Jan. 6 Cash $25 

PURCHASES AND SALES 

At this point, having developed accounts for 
cash, accounts receivable, accounts payable, and 
services, the owner of the business may wish to 
know whether he is operating at a profit or a loss, 
and to what extent. In order to determine this, 
further accounts are necessary. The transactions 
have now become more complicated and a complete 
system must be installed. 
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When goods are purchased they are delivered 
with an invoice, which gives the names of the two 
parties to the transaction, the date of the purchase, 
a description of the goods and their price. This 
invoice is checked and the particulars entered in 
the purchase account in the ledger. The invoice is 
numbered and filed for reference. 


Dr. 


'Purchases 


1941 

Jan. 1 Smith (Invoice 

No. 1) $105 

Jan. 4 White (Invoice 

No. 2) 150 


Cr. 


This account gives information that has not been 
recorded so far: that on January i goods were 
purchased from Smith for $105. Smith’s account, 
which should appear under accounts payable, can 
now be produced. 

T.. Smith ^ 

Dr. Cr. 

1941 Jan. 2 Cash $105 1941 Jan. 1 Purchases $105 


The credit item of $105 is posted^ to Smith’s 
account from the debit side of the purchases 
account and the debit item of $105 is posted from 

^All transactions are recorded in the first place in what are called 
* ‘books of original entry” ; each item entered in these books is eventually 
, entered (either individually or as part of a total) in an account in the 
ledger, and this process is what is meant by “posting.” 
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the credit side of the cash book. The two sides of 
the account are equal, and the account is ruled off 
to show that no balance remains. White’s account 
has already been given and should be compared 
with Smith’s. The student should notice that the 
particulars entered against a sum of money in one 
account give the name of another account in which 
a corresponding entry has been made. 

When goods are sold, an invoice is prepared in 
duplicate; one copy is sent to the customer and 
the other is numbered and filed after the par- 
ticulars have been entered in the sales account. 


Dr. 


Sales 


Jan. 2 
Jan. 5 


Cr. 

1941 

Black (Invoice 

No. 1) $217 

Robinson (In- 
voice No. 2) . . . 40 


This account is started on January i and earlier 
sales are not shown. For this reason no entry is 
seen for the sale of goods to Jones on December 3 
which has been entered on the debit side of his 
account. 

Information is now given that on January 2 
goods valued at $217 were sold to Black. Black’s 
account, which should appear under accounts 
receivable, can now be produced. 
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Black ^ 

Dr. Cr. 

1941 Jan. 2 Sales $217 1941 Jan, 5 Cash $217 


The debit item is posted to Black’s account from 
the credit side of the sales account, and the credit 
item is posted from the debit side of the cash book. 

The sales account records a sale to Robinson on 
January 5 of goods valued at I40, for which no 
cash has yet been received. Robinson’s account, 
which should appear under accounts receivable, 
can now be given. 

^ Robinson „ 

Dr. Cr. 

1941 Jan. 5 Sales 240 

On January 6, at the end of the week, this item of 
I40 is a debit balance, showing a debt due from 
Robinson. 

INVENTORY AND PROFIT AND LOSS 

In a non-manufacturing business dealing with 
standardized products, the physical inventory or 
stock of the goods which should be on hand can 
be determined by deducting the total number of 
units sold from the total number of units purchased 
since operations began; but this gives no informa- 
tion as to value, and is of no use in a manufacturing 
business or in any business in which units sold 
cannot be identified with units purchased. In such 
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a business, the value of the inventory cannot be 
determined from the value of purchases and the 
value of sales. To arrive at this, a list of goods on 
hand is made, a value placed against each item, 
and a total arrived at. This valuation is made at 
the end of a financial period and the amount is 
entered on the debit side of the inventory account. 


_ Inventory 

Dr. 

1941 Jan. 1 Balance . .$730 


This account shows that the inventory account 
had a debit balance of $73° beginning of the 

year. If the inventory is personified, it can be said 
that it is responsible to the business for the value 
of the goods in stock. 

In a simple business, such as the one here 
illustrated, the profit or loss is determined as 
follows: to the opening inventory are added the 
purchases and the closing inventory is deducted, 
the result being the cost of goods sold; to this are 
added the costs of services, the result being the 
total costs incurred in obtaining and selling the 
goods; this, in turn, is deducted from the sales, and 
the result is the profit or the loss. This may appear 
clearer if expressed in tabular form: 


Negative or debit items 
Opening inventory 
Purchases 
Services 


Positive or credit items 
Closing inventory 
Sales 
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If the total of the positive items exceeds the total 
of the negative items, the difference is the profit; 
if the converse is true, the difference is the loss. 
The above columns correspond to the debit and 
credit of the profit and loss account. 

At the end of a financial period (one week in 
this example) the totals of the accounts for goods 
and services are transferred to the profit and loss 
account by entries in the journal. These entries 
constitute instructions to the book-keeper to make 
entries in the ledger: the final book of account to 
which all entries in other books eventually find 
their way. 


1941 


Journal 


Jan. 6 Dr. Profit and Loss. . $730 


Cr. Inventory 

...$730 

‘‘ Dr. Profit and Loss . . $255 


Cr. Purchases 

...$255 

“ Dr. Profit and Loss 20 


Cr. Rent 

... $ 20 

“ Dr. Profit and Loss. .? 25 


Cr. Wages 

. . .$ 25 

“ Sales $257 


Cr. Profit and Loss . . . 

...$257 


The accounts mentioned, except profit and loss, 
will now appear as follows: 


Dr. 

1941 

Jan. 1 Balance 


Inventory 

1941 

$730 Jan. 6 Profit and Loss. $730 
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Purchases ^ 

Dr. 

Cr. 

1941 

1941 

Jan. 1 Smith (Invoice 

Jan. 6 Profit and Loss. $255 

No. 1) 

$105 

Jan. 4 White (Invoice 


No. 2) 

ISO 


$255 $255 


Rent ^ 

Dr. 

Cr. 

1941 

1941 

Jan. 1 Cash 

.$20 Jan. 6 Profit and Loss. $ 20 

Dr. 

Wages 

1941 

1941 

Jan. 6 Cash 

.$ 25 Jan. 6 Profit and Loss. $ 25 


Sales ^ 

Dr. 

. Cr. 

1941 

1941 

Jan. 6 Profit and Loss.?257 Jan. 2 Black (Invoice 



No. 1) 

.$217 


“ Robinson (In- 



voice No. 2) . . 

. 40 

$257 


$257 


One item remains to be dealt with: the closing 
inventory has not yet been recorded. Suppose that 
the goods on hand at the end of the period are 
valued at $795. This amount must be charged to 
the inventory account to show its responsibility 
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for the goods now on hand, and a final journal 
entry is therefore required. 

1941 

Jan. 6 Dr. Inventory. .$795 

Cr. Profit and Loss. . . .$795 


The inventory account will now appear as 
follows : 

Dr Inventory 

1941 1941 

Jan. 1 Balance $730 Jan. 6 Profit and Loss. $730 


Jan. 6 Profit and Loss. $795 
Jan. 8 Balance $795 


Balance $795 


The profit and loss account is made up of all 
the entries placed against profit and loss in the 
journal. 


Profit and Loss Account for the Week Ending Jan, 6, 1941 


Dr. 



Cr. 

Inventory Jan. 1. . 

..$ 730 

Sales 

. $ 257 

Purchases 

.. 255 

Inventory, Jan. 6. . 

. 795 

Rent 

20 



Wages 

25 



Balance: Profit. . . 

22 




$1,052 . $1,052 


Balance .$ 22 

The profit on operations for the week is $ 22 . 
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The accounts of liabilities, accounts receivable, 
and cash are not involved in the profit and loss 
account. If a profitable transaction is made the 
net value of the assets must be increased thereby, 
but the element of profit is contained in the cost 
of goods and services used and the price at which 
the resulting products are sold, and not in the cash 
settlement of outstanding balances. Reference to 
White’s account shows that a credit balance of ^8o 
remains on this account, but this arises out of 
purchases of $150 which have been included in 
the purchases account. If this account were settled 
by a payment of cash of f 80, this would obviously 
not affect the profit. 

CAPITAL AND BALANCE SHEET 

The capital of a business is the book value 
attached to the ownership of it; that is to say, the 
difference between the book value of the assets and 
the amount of the liabilities. K balance sheet is a 
statement of assets on the one side and of liabilities 
and capital on the other side. If a man starts a 
business by transferring $1,000 to a cash box 
which he proposes to keep separate for that busi- 
ness, this transaction® can be best recorded in the 
first place by an entry in the journal. 

®This transaction, the journal entry and the balance sheet have 
no reference to the illustration that is being used for the rest of this 
chapter. 
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Journal 

Dr. Cash $1,000 

Cr. Capital $1,000 

The balance sheet of the business at that mo- 
ment will be: 

Balance Sheet 

Cash $1,000 Capital $1,000 

$1,000 $1,000 


The cash will be spent in acquiring various assets, 
and liabilities will be incurred, but the capital will 
remain the same unless a profit is made on opera- 
tions, when it will increase; or a loss is made on 
operations, when it will decrease; or capital is 
added to or withdrawn from the business. At all 
times, however, the capital will be the difibrence 
between the assets and the liabilities. 

Assuming that, in the illustration that has been 
used throughout the chapter, full information of 
the affairs of the business has been given, the 
balance sheet at the end of 1940 can be recon- 
structed. This information shows that the follow- 
ing assets were on hand on December 31, 1940. 


Cash $ 490 

Accounts Receivable (Jones) 69 

Inventory 730 

$1,289 
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As no liabilities were outstanding, the capital 
must have equalled the total of the assets. 

Balance Sheet at December 31, 1940 


Cash 

5 490 Capital 

$1,289 

Accounts Receivable. 

69 


Inventory 

730 



$1,289 

$1,289 


Reference to the accounts already given for 
cash, Jones, and inventory, shows that the amounts 
appearing on the left hand side of the balance 
sheet were all debit balances at the end of 1940. 
The capital account of the business at that date 
must have been as follows: 

Dr. Cr. 

1940 

Dec. 31 Balance $1,289 

This credit balance appears on the right hand side 
of the balance sheet. 

At the end of 1940, therefore, the total of the 
debit balances in the books was equal to the total 
of the credit balances. If the accounts used in the 
illustration are examined it will be found that 
every time a debit entry was made in one account 
a credit entry of the same amount was also made 
in some account, and vice versa. This means that 
every transaction has two aspects which must be 
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recorded in the books to give a complete picture of 
it. For instance, a purchase of goods is debited to 
purchases and credited to the person from whom 
the purchase is made; a payment of cash is credited 
to the cash account and debited to the person 
receiving the cash. 

As the books at the end of 1940 or the beginning 
of 1941 were in balance, that is to say that the 
total of the debit balances equalled the total of the 
credit balances, and as all the debit entries that 
have been made since then are equal to all the 
credit entries, the books must still be in balance. 


Trial Balance, 'January 6, 1941 


Debit Balances 

Cash % 556 

Accounts Receivable: 

Jones 

Black 

Robinson $40 

40 

Inventory 795 

$1,391 


Credit Balances 
Accounts Payable: 

White $80 

Smith 

$ 80. 

Profit and Loss 22 

Capital 1,289 


$1,391 


Arithmetical errors' in making entries in the books 
will be shown by the failure of the trial balance to 
balance. A trial balance can be prepared at any 
time. 

• From the trial balance, the balance sheet can 
be constructed. 
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Balance Sheet at Jan. 6, 1941 


Cash % 556 

Accounts Receivable. 40 
Inventory 795 


$1,391 


Accounts Payable ... $ 80 

Capital at 31 Dec. 

1940 $1,289 

Add profit for 

week 22 

1,311 

$1,391 


A simple example has been given to show how, 
starting with a balance sheet of one date, a system 
of “double entry” provides a method of preparing 
a profit and loss account for a period and a balance 
sheet at the end of that period. The explanations 
have been condensed and the student should make 
quite sure that he has understood them by working 
out examples in full detail until he gets them right 
at the first attempt. One example is given for that 
purpose, and others can be made up without any 
difficulty. 

Example to be worked out 

From the following information in respect of a 
business, open all the necessary accounts, and make 
entries in them to the record transactions. Prepare 
a profit and loss account for the period covered by 
the transactions and a trial balance and balance 
sheet at the end of the period. 
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Balance Sheet at June 30^ 1941 


Cash % 900 

Accounts Receivable I 322 O 
Inventory 13,800 

$15,920 


Accounts Payable. .$ 860 

Capital 15,060 


$15,920 


The accounts receivable were made up of: 


Wordsworth $ 190 

Keats 780 

Shelley 250 


$1,220 


and the accounts payable were made up of: 

Carlyle $350 

Ruskin 510 


The following transactions took place during 


the first week of July, 1941: 

July 1 Goods sold to Keats $ 260 

Goods purchased from Arnold 390 

Cash received from Shelley 250 

July 2 Cash paid to Carlyle 200 

Goods sold to Coleridge 985 

July 3 Goods sold to Wordsworth 70 

Cash received from Keats 500 

July 4 Additional capital in cash paid in by pro- 
prietor 1,000 

Goods purchased from Carlyle 1,320 

Cash paid to Ruskin 510 
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July 5 Goods purchased from Arnold J15200 

Goods sold to Shelley 1,270 

July 6 Rent paid for first week in July 140 

Wages paid for first week in July 110 

Cash paid to Carlyle 500 

The inventory of goods on hand on July 6 was 
valued at $14,460, 



CHAPTER III 


I N this chapter a few complications are added 
to the very simple accounts already described, 
and a more realistic picture is given of the books 
of a business. 

The first entry to record any transaction in the 
books is made in what is called a “book of original 
entry.” These books are used largely as a con- 
venience in office organization; if every transaction 
was recorded in the ledger immediately, only one 
clerk could be working on the books of account 
at one time. 

CASH 

A simple form of cash book has already been 
described. It is, in fact, the cash account which 
might be kept in the ledger. In practice, the cash 
record is frequently kept in two separate books 
whose totals are entered at regular intervals in a 
cash account in the ledger, one book recording 
receipts and the other payments. The use of 
separate books for receipts and payments facili- 
tates division of labour amongst the accounting 
staff because two clerks can be using the books 
at one time; for instance one clerk may be recording 
cash receipts while another is posting to the ledger 
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the entries that have already been made in the 
cash payments book. 

For convenience these books contain not only 
actual cash transactions but also bank transactions 
and a record of cash discounts received and al- 
lowed. Many different rulings of cash books are 
found, varying with the office and book-keeping 
organization; the rulings given below assume that 
all cash received is paid daily into the bank and 
that payments are made only by cheque. 


Cash Receipts Book 


Date 

Particulars 

Folio 

Discount 

Details of 
Receipts 

1 

Bank 

/ 

2 

3 

4 

s 

6 

1942 






Jan 1 

Jones 

72 

$5 

$95 



Smith 

143 


14 



Robinson 

131 

$2 

38 

$147 


Explanation of Columns 

1. Date. The date on which cash is received is entered in 
this column. 

2. Particulars. The name of the account in the ledger to 
the credit of which the item is to be posted. 

3. Folio. The page in the ledger on which the account 
mentioned in Column 2 is found. This will be entered 
by the clerk who makes the posting to the ledger. 
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4. Discount. Any cash discount allowed as a deduction 
from the amount due. This will be posted to the credit 
of the payer on the folio indicated in Column 3. The 
total of the discount column is posted monthly to the 
debit of the discounts allowed account in the ledger. 
The result of this is that each individual item of discount 
is posted to the credit of some personal account in the 
ledger, while the total of these items is posted to the 
debit of the discount account, thus completing the 
double entry. 

5. Details of Receipts. All cash and cheques received are 
entered in this column, which is totalled daily and the 
total extended into the bank column. All cash and 
cheques are deposited in the bank daily. Each individual 
item will be posted to the credit of the account named in 
Column 2 on the folio entered in Column J. 

6. Bank. All daily deposits in the bank. These amounts 
will correspond with the counterfoils of paying-in slips, 
stamped by the bank, and will also correspond with the 
credit items on the statement of account rendered by 
the bank. The total of this column is posted every 
month to the debit of the cash or bank account in the 
ledger. 

Cash Payments Book 


Date 

Particulars 

Folio 

Discount 

Bank 

Voucher 

Number 

/ 

i 

2 

3 

4 

\ 

\ 

\ 

3 

6 
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Explanation of Columns 

1. Date. The date on which cheques are drawn in pay- 
ment of accounts. 

2. Particulars. The name of the account in the ledger to 
the debit of which the item is to be posted. 

3. Folio. The page in the ledger on which the account 
mentioned in Column 2 is found. This will be entered 
by the clerk who makes the posting to the ledger. 

4. Discount. Any cash discount allowed as a deduction 
from the amount due. This will be posted to the debit 
of the payee on the folio indicated in Column 3. The 
total of this column is posted monthly to the credit of 
the discounts received account in the ledger. Compare 
with Column 4 above. 

5. Bank. All cheques drawn. Each amount will be posted 
to the debit of the account named in Column 2^ on the 
folio entered in Column J. These amounts will corres- 
pond with the counterfoils of the cheque book, and will 
correspond with the debit items on the statement of 
account rendered by the bank. The total of this column 
is posted every month to the credit of the cash or bank 
account in the ledger. 

6. Voucher Number. When an account is paid a receipt 
may be obtained from the payee; this will be numbered 
and filed, and the number entered in this column. If 
no receipt is obtained the statement of account and 
the cancelled cheque should be filed in its place. 

The cash or bank account in the ledger starts 
with an opening balance on the debit side (or on 
the credit side if the account with the bank is over- 
drawn). The total of receipts is posted from the 
bank column of the cash receipts book to the 
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debit of this account monthly, and the total of 
payments is similarly posted from the bank column 
of the cash payments book to the credit of this 
account. At the end of each month the balance 
of this account is reconciled with the balance shown 
in the statement received from the bank. The two 
balances will probably not agree at any date 
because some cheques entered in the cash pay- 
ments book will not be cleared until a later date. 

An examination of the above will show that 
the double-entry system has been maintained. All 
the entries made in the cash receipts book and the 
cash payments book are posted first to individual 
accounts in the ledger and at the end of the month 
the totals of the discount and bank columns are 
posted to the ledger. 

PETTY CASH 

As all cash received is deposited in the bank, 
a small fund of cash is placed under the control 
of a petty cashier so that payments which cannot 
be made conveniently by cheque can be made in 
cash. When the fund is established a cheque is 
drawn for a round sum (say $50) in . favour of the 
petty cashier; this payment is recorded in the 
cash payments book and posted to a petty cash 
account in the ledger. 

When a cash payment is required a properly 
authenticated voucher is handed to the petty 
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cashier in exchange for the cash, and this voucher 
is placed in the petty cash box, so that, at all times, 
the petty cash box contains cash or vouchers 
totalling to the amount of the petty cash fund. 
When the cash needs to be replenished, the 
vouchers on hand are summarized and totalled, 
and a cheque is drawn for the amount of this 
total, which will bring the cash up to its original 
amount. The vouchers are withdrawn and filed. 
The cheque which is drawn to replenish the fund 
is entered in the cash payments book and is posted 
to the debit of the appropriate accounts in the 
ledger, in accordance with the analytical summary 
prepared from the petty cash vouchers. 


Petty Cash Summary 


Date 

Voucher 

Number 

Amount 

Office 

Supplies 

Freight 

Cleaning 

Materials 

Car 

Fares 

Sun- 

dries 

1942 








Jan. 1 

1 

?12 

$12 





“ 1 

2 

2 



$2 



“ 1 . 

3 

15 


$15 




“ 3 

4 

1 




$1 


“ 3 

5 

10 


10 




“ 5 

6 

6 





$6 

“ 6 

7 

3 

3 







$49 

$15 

$25 

$2 

$1 

$6 


On January 7 a cheque for I49 is drawn to bring 
the petty cash fund back to $50. This cheque is 
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entered in the cash payments book and finds its 
way to the credit of the bank account in the 
ledger. The accounts in the ledger for office sup- 
plies, freight, etc., are debited respectively with 
I15, $a5, etc. 


PURCHASES AND SALES 

As the number of transactions to be recorded 
under these headings is probably large, separate 
books, designed to record the information required, 
are kept for each, and the monthly totals of these 
books are posted to the ledger. This allows a 
further division of labour in the office, and prevents 
the ledger from being filled up with details of 
purchases and sales. These details could not be 
conveniently recorded in ledger accounts ruled in 
the usual way. 

Particulars of all purchases are entered in the 
purchases journal from the invoices received. Each 
item is posted to the credit of the firm supplying 
the goods, and the total of purchases for each 
month is posted to the debit of purchases account 
in the ledger. The result of this is that the pur- 
chases account in the ledger contains in monthly 
totals the same items as would have been entered 
in it individually if no purchases journal were kept. 

Particulars of all sales are entered in the sales 
journal from the invoices issued when goods are 
sold. Each item is posted to the debit of the 
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customer, and the total of sales for each month 
is posted to the credit of the sales account in the 
ledger. 

Sales Journal 


Date 

Particulars 

Invoice No. 

Amount 






BAD DEBTS 

At the end of each financial year, the accounts 
receivable are examined in detail and an estimate 
is made of the amount of these which will prove 
to be bad, or uncollectable. This amount must be 
deducted from the total of the accounts receivable 
to give their value for the balance sheet, and this 
is done by creating a reserve for bad debts. A 
newly formed business will, sooner or later, find 
the necessity for the creation of such a reserve. 
Suppose a business estimates the amount of its 
first bad debts to be $700. 

1939 Journal 

Dec. 31 Dr. Bad Debts $700 

Cr. Reserve for Bad 

Debts $700 
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The bad debts account is then closed by a transfer 
to profit and loss account, the bad debts being an 
expense of the period in which they occur. 

Dr. Profit and Loss $700 Cr. Bad Debts $700 

During the next financial year, suppose that one 
of the accounts receivable, for $540, proves to be 
uncollectable. As no purpose is served by keeping 
the balance on the books, it is “written off” by 
charging it to reserve for bad debts account. 

1940 

July 5 Dr. Reserve for 

Bad Debts $540 

Cr. Jones $540 

At the end of the year another estimate is made 
of the reserve necessary for bad debts; suppose 
the amount is $400. The reserve at present stands 
at $160, so that an additional charge of $240 is 
required. 

1940 

Dec. 31 Dr. Bad Debts $240 

Cr. Reserve for Bad 

Debts $240 

The balance of the bad debt account is now charged 
to profit and loss. 

Dec. 31 Dr. Profit and 

Loss $240 Cr. Bad Debts $240 

The chief accounts described above will appear 
as follows: 
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Dr. 


Bad Debts 

Cr. 

1939 



1939 


Dec. 31 

Reserve for 


Dec. 31 Profit and 



Bad Debts. . 

..$700 

Loss 

. .$700 

1940 



1940 


Dec. 31 

Reserve for 


Dec. 31 Profit and 



Bad Debts. . 

..$240 

Loss 

. .$240 

Dr. 


Jones 

Cr. 

1940 



1940 


Jan. 1 

Balance. . . . 

..$540 

July 5 Reserve for 





Bad Debts. . . 

. .$540 

Dr. 

Reserve for Bad Debts 

Cr. 

1940 



1939 


July 5 

Jones 

..$540 

Dec. 31 Bad Debts., 

, . .$700 

Dec. 31 

Balance. . . . 

.. 400 

1940 





Dec. 31 Bad Debts. 

...240 



$940 


$940 


1941 

Jan. 1 Balance $400 

The reserve for bad debts is a credit balance 
in the ledger at the end of each year, but it is not 
a liability, and should not, therefore, appear on 
the credit side of the balance sheet. It is an 
adjustment of the total value of accounts receiv- 
able and is shown on the balance sheet as a deduc- 


tion from the gross amount of this asset. 

Accounts Receivable $29,350 

Less Reserve for Bad Debts . . 400 

$28,950 
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SERVICES RECEIVED BUT NOT RECORDED 
AT THE TIME OF RECEIPT 

Examples have already been given of the pay- 
ment of rent and wages, and how they are recorded 
in the ledger and finally find their way to the profit 
and loss account. In addition to rent and wages, 
other payments for services such as salaries, 
insurance, and interest have to be recorded. The 
cash payments in respect of these are not usually 
made in such a way that they coincide exactly with 
the charge which is applicable to a financial period. 
If wages are paid on each Saturday for the week 
ending on that day, and the end of the financial 
year falls on Tuesday, then at the end of the year 
there is a liability for the wages of Monday and 
Tuesday that has to be recorded in the books. 

In a business of some size, particularly in a 
manufacturing concern, a card is kept for each 
employee on which the time spent or the work 
done is recorded; from these cards a payroll is 
prepared each week and the total of the payroll 
is credited to an accrued wages account and 
debited to wages. 

1940 Journal 

Dec. 28 Dr. Wages . . . J349 

Cr. Accrued Wages. - .$349 
Total of payroll for week ending December 28 
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When the employees are paid in cash, the cash 
book is credited and the accrued wages account 
is debited. If the full amount is paid, then no 
balance is left on the accrued wages account, but 
if a cash payment is not made to some employees, 
owing to their absence on pay-day, a credit balance 
is left on the accrued wages account, showing the 
amount of the liability for unpaid wages. The 
wages account is closed at the end of the year by 
a transfer to profit and loss. 

In the above example, December 28 was a 
Saturday, and at the end of the year the wages 
for December 30 and 31 have accrued but are 
unpaid. The cards of the employees are collected 
and a payroll made up for these two days and the 
total is debited to wages and credited to accrued 
wages. 


1940 


’Journal 


Dec. 31 Dr. Wages. . .$123 

Cr. Accrued Wages. . .$123 


In this way the total amount debited to wages 
in the year is the actual cost of the services of the 
employees for the year, and the credit balance on 
the payroll account at the end of the year is the 
amount remaining unpaid in respect of those 


services. 
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Dr. Wages 

1940 1940 

Jan. 6 Accrued Wages $354 Dec. 31 

“ n “ TiCO 


“ 13 


362 


“ 20 

<i 

347 

> 

> 

> 


Dec. 28 

n 

349 


“ 31 

1940 

ti 

123 

$17,344 

Accrued 

Wages 

1940 

Jan. 6 

Cash 

$354 

Jan. 6 

“ 13 

a 

362 

“ 13 

“ 20 

it 

347 

> 

> 

> 

“ 20 

Dec. 28 

it 

.... 308 

Dec. 28 

“ 31 

Balance . . 

.... 164 
$17,344 

“ 31 


1941 
Jan. 1 


Profit and 

Loss $17,344 


$17,344 


Wages $354 

“ 362 

“ 347 

I 

“ 349 

“ 123 

$17,344 

Balance $164 


The last day of 1939 was a Saturday and there 
was no balance of unpaid wages at the end of that 
year: that is to say that there was no balance on 
the accrued wages account to carry forward to 
1940. At the end of 1940 a balance of $164 was 
carried forward, made up of I41 unpaid for the 
week ending December 28 and $123 unpaid for 
December 30 and 31. The amount of $4.1 was due 
for payment on December 31, and appears on the 
balance sheet under the heading Current Liabili- 
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ties; the amount of $123 will not fall due for 
payment until the first pay-day of 194a and appears 
on the balance sheet under Accrued Liabilities. 

PREPAYMENT FOR SERVICES 

Rent and insurance are normally paid in 
advance, and the cash payments made in the year 
will not usually represent the true cost of these 
services used during the year. These cash pay- 
ments are usually regular payments of a fixed 
amount; they are credited in the cash book and 
debited to the appropriate account: Rent or 
Insurance. At the end of the financial year the 
amounts by which these services have been prepaid 
are determined, and the difference between these 
amounts and the debit entries in these accounts 
is transferred to profit and loss. The debit balance 
remaining on the rent and insurance accounts 
shows the amount by which these services are 
prepaid at the end of the year. 

If rent is paid in advance every six months on 
April I and October i , then at the end of December 
rent will be paid in advance for three months. 


Dr. 

Rent 

Cr. 

1941 

1941 


Jan. 1 Balance... 

. . . .$100 Dec. 31 Profit and 


Apr. 1 Cash 

. . . . 200 Loss 

. .$400 

Oct. 1 “ 

. . . . 200 “ 31 Balance. . . . 

.. 100 

1942 

?500 

$500 

Jan. 1 Balance. . . . 

,...$100 
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As long as the rent remains $400 a year, payable 
every six months in advance on April i and Oc- 
tober I, a balance of $100 for rent paid in advance 
will remain on the account at December 31. The 
amounts paid in advance for services at the end 
of the financial year appear on the balance sheet 
as an asset under the heading Deferred Charges. 

Problems in accounting, set to determine 
whether or not the methods explained have been 
understood, usually start with a trial balance. 
This, as has been stated earlier, is a list of debit 
and of credit balances in the ledger at the end of 
a financial period before adjusting entries have 
been made. One such problem is worked out in 
detail below. 


Example 

Trial Balance, December 31, 1941 


Bank 

..$ 2,400 

Capital 

.$ 18,990 

Petty Cash 

17 

Austen 

• l'2,127 

Inventory of 


Eliot 

. 1,040 

Merchandise. . 

. . 14,300 

Sales 

. 97,800 

Dickens 

. . 2,620 

Reserve for Bad 


Thackeray 

. . 3,130 

Debts 

440 

Trollope 

. . 1,080 



Purchases 

. . 89,400 



Wages 

. . 6,150 



Rent 

. . 1,300 




$120,397 


$120,397 



FOR STUDENTS OF ECONOMICS 


43 


The inventory of merchandise on December 31, 
1941, is valued at $16,400. Wages amounting to 
$60 have accrued, and no entry has yet been made 
in the books to record this. Rent of $1,200 a year 
is paid quarterly in advance on February i, May i, 
August I, November i. Bad debts are estimated 
at $yoo. Make journal entries to record the 
necessary adjustments to the accounts and prepare 
a profit and loss account for 1941 and a balance 
sheet at December 31, 1941. 

1941 Journa/ 

Dec. 31 Dr. Profit and Loss $14,300 

Cr. Inventory $14,300 

To charge the opening inventory to profit and loss. 

Dr. Inventory $16,400 

Cr. Profit and Loss . $16,400 
To set up the closing inventory as a debit balance. 

Dr. Profit and Loss $89,400 

Cr. Purchases $89,400 

To charge purchases for the year to profit and loss. 

Dr. Wages $60 

Cr. Accrued Wages . $60 

To adjust the wages account by the amount due and 
unpaid. 

Dr. Profit and Loss $6,210 

Cr. Wages $6,210 

To charge the total expense for wages for the year to 

profit and loss. 
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Dr. Profit and Loss $1,200 

Cr. Rent $1,200 

To charge the rent for the year to profit and loss. 

Dr. Bad Debts ...... $260 

Cr. Reserve for Bad 

Debts $260 

To increase the reserve to the estimated amount of bad 
debts. 

Dr. Profit and Loss $260 

Cr, Bad Debts $260 

To charge to profit and loss the total of bad debts 
incurred during the year. 

Dr. Sales $97,800 

Cr. Profit and Loss . $97,800 
To credit the sales of the year to profit and loss. 

Profit and Loss Account for Year ending December 31 y 1941 


Dr. Cr. 


Inventory Jan, 1 . 

Purchases 

Wages 

Rent 

Bad Debts 

Balance: Profit. . . 

. .$14,300 
.. 89,400 
. . 6,210 
, . 1,200 
260 
. . 2,830 

Sales 

Inventory. . . . 

$97,800 

16,400 


$114,200 


$114,200 



Balance 

$ 2,830 


One last entry in the journal is required to 
transfer the balance of the profit and loss account 
to capital: 
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1941 

Dec. 31 Dr. Profit and 

Loss $2,830 

Cr. Capital $2,830 

Balance Sheet at December 31 ^ 1941 

Cash: in Bank $2,400 

Petty Cash 17 

$ 2,417 

Accounts Receivable: Dickens $2,620 

Thackeray. 3,130 

Trollope 1,080 


$6,830 

less Reserve for Bad Debts. 700 

6,130 

Inventory 16,400 

Deferred Charges (Rent) 100 

$ 2^7 

Accounts Payable: Austen $2,127 

Eliot 1,040 

$ 3,167 

Accrued Liabilities (Accrued Wages) 60 

Capital Jan. 1 $18,990 

add Profit for year 2,830 

21,820 

^ 5,047 

SURPLUS 

In the examples used so far, the capital account 
has been adjusted at the end of each year by the 
amount of the profit or loss on operations, so that. 
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at the beginning of each new year, the capital 
account is equal to the difference between the 
assets and liabilities. In some businesses, however, 
the capital account is kept separate from the 
accumulations of profit and represents only the 
funds contributed by the proprietor to the busi- 
ness. The profit or loss for each year is transferred 
to a surplus account, and any profits withdrawn 
from the business by the proprietor are debited to 
surplus. In the above example, suppose that the 
capital contributed to the business was $15,000; 
this means that the surplus at the end of 1940 
must have been $18,990 less $15,000, or $3,990. 
At the end of 1941 the balance of profit and loss 
would be transferred to surplus. 

1941 Journal 

Dec. 31 Dr. Profit and Loss $2,830 

Cr. Surplus $2,830 

The credit side of the balance sheet would then 


read as follows: 

Accounts Payable: Austen $2,127 

Eliot 1,040 

$ 3,167 

Accrued Liabilities (Wages) 60 

Capital 15,000 

Surplus Jan. 1 $3,990 

add Profit for year 2,830 


6,820 

$25,047 
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If the proprietor now decided in January, 1942, 
to withdraw $ 2,000 of his profits, this would be 
recorded by an entry in the journal. 

1942 

Jan. 10 Dr. Surplus. .$2,000 

Cr. Cash $2,000 

The surplus account shows, therefore, the ac- 
cumulation of profits left in the business: total 
profits to date, less total losses to date, and less 
profits withdrawn from the business. In the 
accounts of a sole proprietor the balance on the 
profit and loss account each year is usually trans- 
ferred to the capital account, and no surplus 
account is opened. 


Example to be worked out 

* Trial Balance, March 31, 1942 


Bank 

..$ 11,200 

Capital 

.$ 25,000 

Petty Cash 

200 

Surplus 

. 1,700 

Inventory of 


Macaulay 

. 6,500 

Merchandise. . 

.. 11,600 

Woolf 

. 2,100 

Chesterton 

. . 2,200 

West 

900 

Belloc 

. . 8,300 

Sales 

. . 150,200 

Shaw 

400 

Reserve for Bad 


Galsworthy 

. . 3,700 

Debts 

. 1,100 

Purchases 

.. 104,000 



Wages 

. . 43,000 



Rent 

. . 2,600 



Bad Debts 

300 




$187,500 


$187,500 
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The inventory of merchandise on March 31, 1942, 
is valued at f 10,800. Payroll amounting to I700 
is due and unpaid, and no entry has yet been made 
in the books to record this. Rent of $2,400 a year 
is paid quarterly in advance on the first day of 
February, May, August, and November. The 
amount owing by Shaw is uncollectable and is to 
be written off as a bad debt; after this has been 
done the bad debts are estimated at $900. Pre- 
pare a balance sheet at March 31, 1942, and a 
profit and loss account for the year ending at 
that date. 



CHAPTER IV 


T he assets so far described — cash, accounts re- 
ceivable, inventory, and deferred charges— are 
called current assets. They are distinguished by 
two attributes. First, they are directly connected 
with cash; they are in the form of cash, or will 
shortly be realized in cash in the ordinary course of 
business, or they represent an advance payment in 
cash which will reduce the demands for cash in 
the immediate future. Secondly, when any use is 
made of them, they cease immediately to exist in 
their present form; inventory is disposed of and 
is replaced by accounts receivable; accounts receiv- 
able are collected in cash; cash is used to acquire 
new inventory or to pay for services; and so on. 

FIXED ASSETS 

Other assets, such as land, buildings, machinery, 
and furniture are used time after time in the pro- 
cess of production or in rendering services, and 
remain substantially unchanged after each use. 
They are called fixed assets. 

194 J Journal 

Jan. 1 Dr. Land . . . .$ 2,000 
Buildings 10,000 

Cr. Cash $12,000 
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The statement was made above that fixed assets 
remain substantially unchanged after each use. 
After constant use, however, fixed assets have to 
be replaced because repairs and other operating 
costs become too great, or because technological 
changes have made replacement economically de- 
sirable. As no one can be sure in advance which 
of these will cause replacement, both deterioration 
and obsolescence can be conveniently called de- 
preciation. Land used for commercial and in- 
dustrial purposes does not depreciate in this way, 
although the site used may be found to have 
suffered a loss in value if a complete change is 
made and a new building is erected on a new site. 
Agricultural land may suffer depreciation, and 
mines suffer depletion of their ore reserves, but 
these are special cases which need not be dealt 
with here. 

ACCOUNTING FOR DEPRECIATION 

Payment of cash for a fixed asset may be con- 
sidered as an exaggerated form of prepayment. 
Rent of buildings is usually paid in advance, and, 
as has been shown, the amount by which it has 
been paid in advance at the end of the financial 
year appears on the balance sheet as an .asset 
(under the heading Deferred Charges). The pay- 
ment of cash for a building may be considered as a 
prepayment of rent for the whole of the useful life 
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of the building. A charge for depreciation must 
therefore be made each year representing the cost 
involved in the availability of the service provided 
by the asset, and the remaining value of the asset 
must be included on the balance sheet. 


1941 


Journal 


Dec. 31 Dr. Depreciation of Buildings. .$250 

Cr. Reserve for Depreciation 
of Buildings 


$250 


To record depreciation of buildings which cost $10,000 
and whose estimated useful life is 40 years (i.e., 2|% 
per annum). 


1941 

Dec. 31 Dr. Profit and Loss. .$250 

Cr. Depreciation of Buildings $250 


This amount is charged each year against profit 
and loss, as shown in the last journal entry, and 
the reserve for depreciation is gradually built up 
so that, at the end of forty years, the whole of the 
original cost has been charged to profit and loss. 
The reserve for depreciation is deducted from the 
asset on the balance sheet, and (in the example 
used above) the following item will appear on the 
balance sheet at the end of the third year: 

Buildings at cost $10,000 

less Reserve for Depreciation. 750 

$9,250 
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Unfortunately business men and accountants 
do not always deal with depreciation in this 
unequivocal way, and the amount charged for 
depreciation may be varied from year to year 
according to the wishes of the management. In a 
business which owns a large amount of fixed assets 
the profit or loss on a year’s operations can be 
varied within wide limits by altering the depreci- 
ation charges. Such conduct is sometimes “justi- 
fied” by arguing that depreciation is largely a 
matter of wear and tear, and that less use of 
equipment during a year results in a lower profit 
and also in a reduction of depreciation. A very 
large proportion of fixed assets, however, are 
discarded eventually not because they are worn 
out, but because they have become obsolete: 
competition requires that new equipment should 
be installed. A further argument against varying 
the charges for depreciation is that investors and 
the general public are misled in judging the results 
of the operations of a business, particularly in 
making comparisons from one year to another. 
“In spite of bad times, the company has done 
very well during the past year. The net profit 
from operations is $i 53,000 compared with $i 65,000 
last year.” This means that the accounts show 
these figures, but if a much greater charge was 
made for depreciation last year than this year, the 
statement is deliberately false and can only mis- 
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lead. Even the accounts themselves may mislead 
anyone who has no knowledge of accounting or 
who does not examine the accounts for both years 
carefully. 

FURTHER DISCUSSION OF DEPRECIATION 

The purpose of making charges for depreciation 
is to obtain as accurate a statement of profits as 
is possible; the reason for wishing to determine the 
amount of profit is that the owners of a business 
need to know how much they can withdraw from 
the business without impairing the original capital 
investment. The importance of this has increased 
considerably with the development of limited 
companies, in which the shareholders place the 
management of the funds they have invested in 
the hands of the directors; the shareholders are 
concerned to know that their dividends are paid 
out of income and not out of capital. The Com- 
panies Acts of many states provide that dividends 
shall not impair capital. 

Accountants and business men on the one hand, 
and economists on the other, have different con- 
ceptions of capital and income. As has been seen 
from the method of recording depreciation, the 
accountant and the business man are concerned 
with the amount in money of the original invest- 
ment and of the profits earned in financial periods. 
The value of the assets on the balance sheet has no 
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direct relation to the income stream which flows 
from them, and as long as no more is paid out in 
dividends than the amount of net profit shown by 
the accounts, the money value of the capital is 
maintained. 

The view is sometimes advanced that the 
purpose of building up a reserve for depreciation 
is to provide a fund for the replacement of fixed 
assets, but in so far as this is true it is the result 
of management policy; the real purpose is un- 
doubtedly to arrive at an accurate statement of 
profit or loss on operations. When the time arrives 
to discard fixed assets they may be replaced by 
assets of a totally diflPerent kind (as a result of 
changes in technique); and the cost of the new 
assets bears no necessary relation to the cost of 
the original assets, even if identical replacement 
takes place. Or again, replacement may not take 
place at all. 

An attempt should be made to understand 
what is the effect of charging depreciation on fixed 
assets, for the amount so charged may be con- 
siderable in a large company and is of great 
importance in the economy as a whole. The 
charge for depreciation in the United States in 
one year has been estimated by Mr. Fabricant^ 
as over $4,000,000,000. 


^Capital Consumption and Adjustment (New York, 1938), p. 33. 
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Suppose that an entirely new business is 
started, that its machinery costs $ 100 , 000 , and 
that the estimated life of the machinery is twenty 
years. At the end of the first year a reserve for 
depreciation of $5,000 is charged against the profits, 
(and if the accounts show a profit) this means 
that the $5,000 is retained within the business 
instead of being available to be paid out to the 
proprietors. The result of sales being made at a 
price higher than the total cost of the goods sold 
is to increase the amount of the excess of current 
assets over current liabilities. As the machinery 
is new, no part of this $5,000 is required for 
replacements; it may be retained in liquid form 
and invested in marketable securities, or it may be 
invested in expansion of the business itself. Which- 
ever course of action is followed, the effect on the 
economy of the country as a whole has to be con- 
sidered. If the funds are invested in outside 
securities, these may be government bonds or the 
bonds or shares of other companies; if the latter, 
then the expansion of other industrial concerns is 
facilitated. More frequently, probably, the funds 
are retained within the business, and an automatic 
expansion of the business takes place; then, when 
the replacement of the machinery falls due, new 
funds must be sought in the capital market or 
the short-term market (depending on the amount 
required at one time), and the total investment in 
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the business will have increased by $ 100 , 000 . The 
management of the business may not be fully 
conscious of the effects of their policy, which may 
be followed whether or not an increase in invest- 
ment in the business is wise at the time it is made 
out of funds retained as reserve for depreciation. 

The effect of this automatic expansion on an 
industry as a whole may be to satisfy a need for 
greater capacity, but, even so, the investment 
takes place without passing the test of the capital 
market. On the other hand, the expansion may 
not be needed, and the total capacity of the in- 
dustry may be increased to the point at which 
full operation is unprofitable, and loss or disinvest- 
ment of capital may result in some unit of the 
industry. 

APPRAISALS 

The accounting records for fixed assets in the 
example at the beginning of this chapter are based 
on the original cost of the assets, and the reserve 
for depreciation is also based on original cost, 

, From time to time suggestions are heard to the 
effect that the “real” value of fixed assets should 
appear on the balance sheet, and by “real” value 
is usually meant “present cost of replacement.” 
The value of an asset may have four main interpre- 
tations: (i) cost less depreciation, (a) market 
value if offered for sale, (3) replacement cost less 
depreciation, and (4) the present value of estimated 
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income from its use. The first of these has been 
dealt with above; the second is irrelevant to a 
going concern; the third varies from year to year 
(the original cost was once replacement cost), and 
its variations are of no significance to the business 
unless replacement is contemplated, and then only 
as one factor in a complex managerial decision; 
the fourth fluctuates with the very uncertain 
estimates of future profits and with the current 
interest rates, and, what is more, the income from 
one asset cannot be segregated from the total 
income from all the assets. 

When the general level of prices rises, and 
probably at no other time, replacement costs 
begin to have great interest for financial houses 
and for some management groups, and a firm of 
appraisers is invited to “value” the assets. The 
valuation is not based on the income, but on 
replacement costs. The difference between the 
book value and the appraised value is then entered 
in the books. 

1941 ' Journal 

July 1 Dr. Machinery .510,500 

Cr. Capital Surplus. 510, 500 

To adjust the machinery account to its appraised value. 

In some businesses the credit entry has actually 
been made to profit and loss and the impression 
given that an operating profit of this amount has 
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been realized. At no time can there be any justifi- 
cation for the writing up of the value of the assets 
of a business after an appraisal, and the practice 
has led to widespread abuses of the most flagrant 
kind. This does not mean that dishonesty is 
invariably intended, but it should always be sus- 
pected. When an entry of this type is made in the 
books the depreciation policy has to be changed, 
so that the new value attributed to the asset will 
be written oif during its useful life, and a change 
of this kind naturally vitiates comparisons of 
profits from year to year. 

CAPITAL AND REVENUE EXPENDITURE 

When a fixed asset is acquired, a capital 
expenditure is incurred and a debit is made to a 
fixed (or capital) asset account. Revenue expendi- 
ture on current assets, however, is debited to 
accounts from which transfers are made to the 
profit and loss account at the end of the financial 
period, to the extent to which the current asset 
has been used during the period. In practice this 
leads to two opportunities for inaccuracies which 
have an effect on the profit or loss shown. 

The distinction between capital and revenue 
expenditure is not always clear when an existing 
asset is entirely renovated: part of the expenditure 
may be for repairs, and therefore a revenue item, 
and part may be for expansion or improvement, 
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and therefore a capital item. The correct procedure 
is to charge as a revenue expenditure whatever 
part of the total would, in the ordinary course, 
have been necessary to maintain the existing 
asset, and to charge as a capital expenditure that 
part of the total which represents an expansion 
of capacity, or an improvement over the existing 
asset. There may be room for considerable and 
honest difference of opinion, however, in this 
division. 

Certain types of supplies and loose tools which 
are used in a manufacturing process may not be 
consumed during the period in which they are 
acquired, and stocks of considerable value may 
be on hand at any time, but in some businesses no 
inventory of these stocks is taken, and the whole 
expenditure is charged to profit and loss at the 
end of the period. These supplies and loose tools 
may be more properly considered as short-lived 
fixed assets than as revenue items, but, whatever 
they are called, the value of those remaining on 
hand at the end of each financial period should^be 
ascertained, and only the cost of their use should 
be charged to the profit and loss account. 

The charging of capital expenditure to revenue 
is one of the ways in which secret reserves are 
created (see Chapter v), and it is an all too common 
method by which profits and income tax are 
reduced from time to time by businesses. This 
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custom, of course, makes the serious study of 
published accounts more difficult than it would be 
if manipulation of this kind were not used. 

VALUATION OF CURRENT ASSETS 
Accounts Receivable 

The total book value of accounts receivable, 
less reserve for bad debts, has been entered among 
the assets on the balance sheet in the examples so 
far used, and this is the method commonly used in 
business. The accounts receivable, however, are 
not available immediately in cash: goods may have 
been sold on various terms of credit, and all the 
debtors may have the right to cash discounts for 
earlier payment. If these discounts are claimed 
and cash is paid immediately, the amount received 
will be less than the value of the accounts receivable 
stated in the balance sheet. An alternative way of 
looking at the problem may be given. If the busi- 
ness wishes to obtain immediate cash for its 
accounts receivable, it can draw bills of exchange 
on its debtors and discount them with the bank. 
The amount of cash received from the bank will, 
of course, be less than the value of the asset shown 
in the balance sheet. The same line of argument 
can, however, be followed in respect of accounts 
payable, and in businesses in which the difference 
between the total of accounts receivable and the 
total of accounts payable is small, either abso- 
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lutely or in comparison with other items on the 
balance sheet, the common habit of ignoring the 
problem is not objectionable. 

Inventory 

The valuation of the inventory is not as simple 
as has been suggested in the examples used, and 
as the profit or loss depends on the values placed 
on the opening and closing inventories they are 
important. In a manufacturing concern the 
inventory consists of three parts: raw materials, 
goods in process and finished goods; the argument 
as to the valuation of the inventory of any other 
business is a simple modification of this. 

The profits of a manufacturing business arise 
from the sale of finished goods, and until the 
contract of sale is made no profit can be properly 
taken into the accounts. The suggestion is some- 
times made that part of the profit can be reason- 
ably attributed to the period of manufacture, but 
as the amount of the profit cannot be known until 
the sale takes place, and as there is no sound basis 
on which the profit can be divided up and attri- 
buted to manufacturing and distribution, this is 
an additional reason why the policy of the manage- 
ment should be tested by the profit at the time 
of sale. 

The most obvious way of valuing an inventory 
is at cost, or what is also called “first in, first out.” 
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That is to say^ the assumption is made that each 
type of raw material is taken into the manu- 
facturing process in the order in which it was 
received; the first shipment received in store will 
be used to satisfy requisitions from the factory 
until it is all used up, so that, if the process were 
quickened, the impression of a continuous flow 
of materials would be given. 

The raw materials are valued at their invoiced 
price (plus freight and duty), plus the cost of any 
services expended on them; the goods in process 
are built up of raw materials plus services such as 
labour, power, and depreciation of machinery; the 
finished goods have all the manufacturing services 
incorporated in them, plus the costs of packing and 
warehousing. If the goods manufactured consisted 
of one single type of article no difficulty would be 
experienced in valuing the inventory at cost. When 
two or more joint products are manufactured, 
however, the services cannot usually be directly 
attributed to each product and their cost has to be 
distributed amongst the products as well as can 
be done; the basis of distribution (particularly 
of overhead costs) is often arbitrary. If the pro- 
ducts of manufacture are changed frequently the 
cost arrived at becomes increasingly less reliable. 

Objection is raised to the valuation of inventory 
at cost on the grounds that in a period of rising 
prices the value placed on the same number of 
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units of goods is higher at the end of the period 
than at the beginning: that an inventory which is 
to all intents and purposes physically identical is 
valued at a higher price; and conversely, during 
a period of falling prices, at a lower price. The 
arguments against other methods of valuation are, 
however, equally strong and probably stronger, 
but as credit is frequently advanced on the basis 
of inventory valuation, the effect of this inflation 
and deflation of credit may be considered before 
deciding that cost is the best value to use. The 
fact that bankers may make wrong decisions is 
not a reason why the method of arriving at the 
profit of a business should be changed. 

One further difficulty of valuation at cost 
should be noticed. If production is reduced the 
overhead costs cannot be reduced proportionately, 
with the result that, unless allowance is made for 
this, the inventory value of goods in process and 
of finished goods is higher per unit than it would 
be if production were at capacity. The effect on 
finished goods may not be very important because 
the volume on hand will probably be less, but at a 
time when prices are falling, the additional share 
of overhead costs included in the goods in process 
may be considerable. 

Some businesses manufacture the same prod- 
ucts, by the same or almost the same processes, 
over long periods of years, and about the same 
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physical volume of inventory is on hand during 
those periods. The stock of raw material and 
finished goods may vary, but the goods in process 
may remain exactly the same if a continuous pro- 
duction takes place (for instance in weaving tex- 
tiles). Some accountants maintain that the mini- 
mum inventory always on hand should be con- 
sidered as a fixed asset and valued at the cost of 
the original inventory. This is what is called the 
basic stock method, and the excess of raw materials 
or finished goods above the minimum is valued at 
current or actual cost. 

This method is obviously attractive for a 
business to which it is well suited, and no one can 
say that it is better or worse, more accurate or less 
accurate than valuation at cost. Compared with 
valuation at cost the basic stock method tends 
towards an equalization of profits, and, in so far 
as business men are influenced by the profits 
reported, it may have an important effect on the 
trade cycle. Accuracy in the determination of 
profits is most desirable, but, unfortunately, the 
definition of profits involves the method by which 
the inventory is valued. 

The custom developed, in the days of “con- 
servative” business policy, of valuing the inventory 
at the lower of cost and market price. Accountants 
and business men had the satisfaction of knowing 
that the balance sheet did not exaggerate the 
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value of the inventory, although it might under- 
state it. In more recent times, the emphasis has 
moved from the balance sheet to the profit and 
loss account, and economists have also begun to 
take an interest in the effects of inventory valu- 
ation. The lower of cost and market price is still 
the commonest basis of inventory valuation, 
although practically nothing can be said in favour 
of it. In a period of rising prices the final in- 
ventory will be the same as it would be if valued 
at cost; in a period of falling prices, or if a change 
in the trend of prices takes place towards the end 
of the financial period, it will be lower than if 
valued at cost. The chief objections to this 
method of valuation are: first, that it takes into 
the accounts prospective losses which may belong 
wholly to a subsequent financial period (raw ma- 
terials, which have been purchased in the ordinary 
course of business for manufacturing processes in 
the next period, may fall in market price just before 
the end of the period, but that fall has nothing to 
do with the profitable management of the period); 
and secondly, the cost and the market value of 
each item of inventory has to be determined 
(which is difficult for goods in process), and this 
is an expensive operation when no particular 
benefit results from it. 

The temptation of business men to adjust the 
value of the inventory to suit particular circum- 
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stances has often proved irresistible, and some 
Companies Acts now require that the method 
of valuation shall be stated on the balance sheet. 
The statements on balance sheets are, however, 
frequently so vague that they serve no purpose 
at all, but many people pretend to be able to 
analyse a balance sheet and make observations 
on trends without being too much concerned with 
the extreme uncertainty of the value of this 
important asset, upon which profits depend directly. 
Not uncommonly the management of a business 
does not determine the value of its inventory until 
the remainder of the profit and loss account is 
drafted, and the value chosen has no real relation 
to any proper basis of valuation. As a prominent 
company director in England stated with obvious 
satisfaction at a shareholders’ meeting, the man- 
agement brought into the accounts sufficient 
profit to make “a pretty balance sheet.” 

One further point is worth noting. Within a 
single business the distinction between fixed, or 
capital assets, and current assets is easily drawn 
and the inventory obviously falls within the latter 
classification; but taking the economy as a whole 
the inventory of one business (e.g., structural 
steel) is destined to be part of the capital equip- 
ment of other businesses. If these other businesses 
manufactured these goods for themselves they 
would never be considered as current assets, but 
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would be capital equipment in the course of 
construction. This fact is sometimes overlooked 
by economists in their distinction between con- 
sumption goods and production goods. 

GOODWILL 

If a proposal is made that one person shall 
purchase a business as a going concern from 
another, negotiations about the price will take 
place. Each asset is examined, perhaps, and 
agreement is reached that the book values of the 
assets are reasonable. On this basis, the value of 
the business is the book value of the assets less 
the liabilities. However, for one reason or another, 
the present owner may not be prepared to sell at 
that price; he turns to his record of profits over 
a period of years, and argues that the business 
earns a greater return on its book value than the 
normal rate of return in other businesses. This 
higher earning power may be the result of imperfect 
competition, of a successful advertising campaign, 
of particularly favourable location, of a well- 
established clientele, etc. The probability that 
these advantages will continue constitutes the 
goodwill of the business, and if agreement is 
reached as to its value, the sale of the business 
is effected. Being satisfied with the existing book 
values of the assets (current and fixed), the pur- 
chaser has to create a new account to record as an 



68 


INTRODUCTION TO ACCOUNTING 


asset the amount he has paid for goodwill. Good- 
will is usually referred to as an intangible asset. 


1941 


Journal 


Jan. 1 Dr. Goodwill $20,000 

Cr. Cash $20,000 

To record payment for business in excess of 
net book value. 


Because of uncertainty as to the permanence 
or length of life of goodwill, most business men do 
not like to see it remaining indefinitely on a balance 
sheet, and if accumulated profits are available a 
charge is made against them year by year in 
reduction of the goodwill account. 


1941 Journal 

Dec. 31 Dr. Surplus . $5,000 

Cr. Goodwill $5,000 

To reduce the amount of goodwill by a charge 
against accumulated profits. 

This is a book entry which does not record any 
change in physical assets; it is merely the record 
of an entirely illogical decision by the management 
of the business. One of the most curious paradoxes 
of business is that, if more than average profits 
are earned, thus showing that goodwill exists, the 
profits are used to remove the record of goodwill 
from the books by entries such as the above; while 
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if no profits are earned, and goodwill is thus shown 
to be non-existent, the goodwill remains on the 
books. The effect of making a charge against 
profits in reduction of goodwill is to retain within 
the business funds which might otherwise be paid 
out as dividends, and this probably results in an 
expansion of operations. 

SHORT-TERM LIABILITIES 

Accounts payable are amounts owing on com- 
mercial credit. Loans from banks are short-term 
credit and are found in two forms. If a loan for a 
fixed sum is arranged, the whole amount is put 
into the customer’s current account by the bank, 
and the customer debits this amount to his cash 
book and credits it to a bank loan account opened 
for the purpose. If an arrangement is made with 
the bank that the current account may be over- 
drawn up to a certain limit, no entry is required 
in the books to record this, but when the account 
is overdrawn the bank balance shown in the cash 
book will be a credit instead of a debit balance. 
The same nominal rate of interest charged on a 
bank loan and an overdraft will result in a higher 
real interest rate on the former, when interest is 
paid on the full amount for the whole period, than 
in the latter, when interest is paid on the daily 
adverse balance. 
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LONG-TERM LIABILITIES 

Long-term borrowings are usually accompanied 
by a written contract which sets forth the amount 
of the loan, the interest rate, the terms of repay- 
ment and the security which is pledged. In large 
industrial and commercial businesses these loans 
are usually in the form of bonds which may be 
bought and sold by investors; they are usually 
issued in the first place to investment dealers. 

1941 

March 1 Dr. Cash. $100,000 

Cr. 5% 20 year 

Bonds $100,000 

To record the sale of 1,000 bonds of $100 each for cash. 

The denomination or nominal value ($ioo) of the 
bonds is the amount which must be paid at 
maturity (i.e., the date at which repayment is due), 
and in the example above it is also the price at 
which they are issued. When a bond issue is 
planned, the market value and yield of bonds of a 
similar type is examined, so that the interest rate 
offered will be attractive but no higher than is 
necessary. The yield on bonds at any time depends 
on the interest rate, the market price and the 
length of time to maturity (subject also to the 
prospects of the business which has made the 
issue). If bonds bear interest at 5% per annum 
and the market price is $100, then the yield is 5%. 
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If, however, the market price is a little less than 
|ioo, the yield is over 5^%, first because I5 a year 
is paid in interest on an investment costing less 
than $100, and secondly because |ioo will be paid 
at maturity irrespective of the purchase price. 

Suppose the yield on bonds of this type is at 
present a little over 5%, but that 5% is the nearest 
round number. A business making an issue of 5% 
bonds will then have to offer them at slightly 
less than $100 each in order to attract purchasers. 

J 94 J Journal 

March 1 Dr. Cash $98,000 

Discount on Bonds 2,000 

Cr. 5% 20 year Bonds. .$100,000 

Or, if the yield on bonds of this type is slightly less 
than 5% these bonds will command a premium. 

Journal 

1941 Jan. 1 Dr. Cash. .$102,000 

Cr. 5% 20 year Bonds . . $100,000 
Premium on Bonds . 2,000 

The accounting entries in future years in respect 
of the amortization of discount on bonds or 
premium on bonds are complicated, but the 
correct method of dealing with them is to transfer 
a certain amount from these accounts each year to 
the interest on bonds account so that, each year, 
the “real” interest is charged to this account, and 
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SO that, at the date of repayment, the discount or 
premium accounts will have been reduced to zero. 

REDEMPTION OF BONDS 

The contract (trust deed) governing the repay- 
ment of bonds may provide for repayment in 
various ways. 

A method which is recommended by many 
writers is to make an annual charge to surplus 
account against the profits which have been 
accumulated in that account. 

Journal 

1941 Dec. 31 Dr. Surplus .. $5,000 

Cr. Sinking Fund Reserve . $5,000 

The effect of this entry is to reduce the balance 
of surplus and to prevent payments out of profits 
to the proprietors to this extent. If these funds 
are retained within the business and used for 
expansion, cash will not be available for repayment 
when the time arrives. In order to provide for 
repayment, funds to an equal amount may be 
invested in “safe” outside securities which can be 
sold readily when the cash is needed. 

1941 Dec. 31 Dr. Sinking Fund 

Investments. .$5,000 

Cr. Cash $5,000 

Year after year charges to surplus are made and 
outside investments are purchased, and the two 
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items on the balance sheet “Sinking Fund Re- 
serve” and “Sinking Fund Investments” are 
gradually built up so that, when repayment is due, 
they are each equal to. the nominal amount of 
the bond issue. The investments are then sold and 
the cash payment is made. (In this example 
interest has been ignored; in practice the annual 
instalment is the amount which, with compound 
interest, will provide the sum required for redemp- 
tion when the bonds fall due.) 

Journal 

1960 Dec. 31 Dr. Cash. .?100,000 

Cr. Sinking Fund 


Investments $100,000 

Dr. Bonds. $100,000 

Cr. Cash $100,000 


The sinking fund reserve remains, however, and 
still represents profits which have been earned. 
The funds made available by these profits have 
been used to purchase investments which have 
ultimately been used to pay off outside liabilities. 
The use of profits to pay off liabilities increases 
the amount of the investment of the proprietors 
in the business, and this is recorded by transferring 
the sinking fund reserve to surplus. 

Dr. Sinking Fund Reserve . . $100,000 

Cr. Surplus $100,000 

This example ignores possible changes in the 
value of investments held for sinking fund pur- 
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poses. The danger of losses through fluctuations 
in outside investments is considerable, and is a 
danger both to the business, which may find that 
the sale of these investments does not provide 
sufficient cash to pay off the amount due on the 
bonds, and to the bondholders, whose security is 
thus reduced. This danger can be avoided in one 
of two ways. First, if the investments wnich are 
purchased for the sinking fund are themselves 
bonds which the business has issued, then fluctu- 
ations in the market value of the bonds held are of 
no importance because, at the date of repayment, 
the business will have bought up the whole of its 
bond issue. Market conditions year by year may 
be such that these bonds cannot be purchased in 
the market except at a price in excess of their 
nominal value, and this difficulty may be met by 
providing that the bonds shall be callable for 
redemption, at the option of the business, at a 
slight premium, the amount of which is gradually 
reduced year by year. The second method pro- 
vides in the trust deed for the compulsory retire- 
ment of a certain number of bonds each year; the 
bonds being chosen by drawing lots, or (serial 
bonds) being designated when issued for redemp- 
tion in a particular year. The annual charge 
for sinking fund reserve is made against surplus 
and an annual payment of cash of the same amount 
is made to purchase or redeem the bonds. (The 
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possibility of the purchase of bonds at less than 
their nominal value, or their redemption at a 
premium, is ignored in the following journal entry.) 

1941 Journal 

Dec. 31 Dr. Profit and Loss. .$5,000 

Cr. Sinking Fund Reserve 

Dr. Bonds $5,000 

Cr. Cash 

Questions to be answered 

I. A business has a new building erected and 
plant installed, and makes payments in cash as 


follows : 

Building Contractor 1 12,000 

Architect 600 

Plant 36,000 

Freight on Plant 800 

Installation of Plant 2,800 


Make journal entries to record these payments 
which are made at the completion of the work on 
January 31, 1942. 

2. On December 31, 1942, the business men- 
tioned in Question i closes its books for the year. 
Make journal entries to record depreciation of the 
buildings at 5% per annum and of the plant at 
10% per annum. 

3. Make journal entries to record the issue for 
cash of 2,000 bonds of fioo each at $103, and of 
1,000 bonds of $100 each at $98. 


..$5,000 

..$5,000 



CHAPTER V 


T he development of limited companies has 
brought with it many new problems in account- 
ing: the result chiefly of the increase in the size 
of units of business. This increase in size was 
itself the cause of the development of limited 
companies. The divorce between ownership and, 
control in companies, the granting of credit on a 
large scale, and the public interest in giant cor- 
porations have added importance to accounting 
methods and results. The intricacies of accounting 
do not involve any fundamentally different 
methods from those already described, but a few 
of the special accounts found only in limited 
companies must be added to them. 

SHARE CAPITAL OF LIMITED COMPANIES 

The fact that ownership in companies is trans- 
ferable has made convenient the division of capital 
into small units called shares, which until recently 
were usually of fioo each, this being called the 
nominal value. On the formation of a company 
the capital required may be obtained by issuing 
so many shares of fioo for cash. 
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Journal 

1941 Jan. 1 Dr. Cash. .2100,000 

Cr.- Share Capital, . . .$100,000 
To record the issue of 1,000 shares of $100 each. 

This is a convenient way of summarizing a number 
of individual transactions; in practice, each receipt 
of cash from a subscriber would be entered on the 
debit side of the cash book and posted from there 
to the credit of capital. 

The amount credited to the capital account 
remains fixed; no change is made in it unless the 
amount of capital is increased by a new issue, or a 
reorganization of the capital structure takes place. 
Any change in the “real” investment or, in other 
words, of the proprietorship, is found in the sur- 
plus account, or, if a loss has been made, in the 
deficiency account. 

Frequently on the formation of a company the 
existing assets of a business are purchased, and 
payment is made by issuing shares to the vendor. 
Such a transaction is the condensation of two 
transactions into one: the purchase of assets for 
cash and the issue of shares for the same amount 
of cash. 

Journal 

1941 Jan. 1 Dr. Land. . .$10,000 

Cr. Share Capital $10,000 

To record the issue of 100 shares of $100 in exchange 
for land valued at $10,000. 
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If shares of different classes are issued, e.g. 
preference shares and common shares, a separate 
account is kept for each class. The charter of the 
company permits the issue of shares up to a 
certain maximum number of each class, and this 
authorixed capital is usually stated on the balance 
sheet. The item on the credit side of the balance 
sheet may appear as follows: 

Capital: 


Authorized — 2,000 6% Preference Shares of 

$100 $200,000 

5,000 Common Shares of $100 . 500,000 

$700,000 


Issued — 1,500 6% Preference Shares of 

$100 $150,000 

4,000 Common Shares of $100 . 400,000 


$550,000 

The chief classes of shares can be described 
briefly. Prejerence Shares are shares entitled to the 
payment of a dividend of a certain percentage 
before any dividend is paid in a particular year on 
common shares. Cumulative Preference Shares are 
shares entitled to a preferential dividend for every 
year up to date before any dividend is paid on 
common shares. Participating Preference Shares 
are shares which are entitled to a preferential 
dividend and also to a participation in any amounts 
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paid’ out in dividends after a fixed payment has 
been made on common shares. Common Shares are 
shares which have no preference over any other 
class of shares, except that sometimes they are 
divided into Class A and Class B, the former having 
some form of advantage over the latter. If a com- 
pany has only one class of shares the shares are 
usually called common shares. The exact rights 
of the various classes of shares are set out in the 
charter and by-laws of the company. 

ISSUE OF SHARES AT A PREMIUM 

If a company wishes to make a new issue of 
shares, the price at which they can be issued 
depends on the market price of shares of the same 
class. If the present market value of 6% Prefer- 
ence Shares in a company is $115, the company 
may be able to issue further shares which, after 
issue, will be identical with these, at, say, $110. 

Journal 

1941 Jan.l Dr. Cash .. $1 10,000 

Cr. 6% Preference 

Share Capital. . . .$100,000 
Premium on Shares 10,000 

The amount credited to capital is the nominal 
value; the premium above the nominal amount is 
credited to premium on shares or to capital surplus. 
If all new shares are offered to present share- 
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holders in proportion to their holdings, the spread 
between the market price and the issue price can 
be quite wide enough to ensure the successful 
disposal of the issue without injustice to the 
present shareholders. 

To prevent the watering down of the proprietor- 
ship of present shareholders and to maintain a 
capital fund of easily determined amount (i.e., 
the nominal amount) for the protection of credi- 
tors, the issue of shares (other than by mining 
companies) at less than their nominal amount, or 
at a discount, has been commonly forbidden by 
company law, except under the most stringent 
regulations involving the approval of the share- 
holders, the creditors, and the court. 

REDEMPTION OF SHARES 

Under most Companies Acts, companies are 
prevented from purchasing their own shares in the 
market; some Acts, however, allow preference 
shares to be issued which can be redeemed by the 
company. In order to safeguard creditors against 
the loss through the use of the assets to repay 
capital to shareholders, a company is usually per- 
mitted to redeem shares only if it can show that 
it will still be able to meet its liabilities after the 
redemption has taken place. 
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Journal 

1941 Dec. 31 Dr. Surplus .. $10,000 

Cr. Share Redemption Reserve. .$10,000 

This reserve may be built up year by year and a 
large-scale redemption takes place after a period, 
or the redemption may be effected each year.^ 

1941 

Dec. 31 Dr. Preference Share 

Capital $10,000 

Cr. Cash $10,000 

SHARES OF NO PAR VALUE 

In recent years many Companies Acts have 
been amended so that companies may issue shares 
without nominal or par value. The long argu- 
ments on the merits of this need not be reproduced 
here, but the fact should perhaps be recorded that 
a change which was supposed to be beneficial to 
shareholders has, through loose legislation, resulted 
in endless malpractice at their expense. 

The directors of a company are allowed to issue 
shares of no par value from time to time at what- 
ever price they fix; this price should, in fairness to 
existing shareholders, be closely related to the 
market price at the time a new issue is made. The 
total amount of cash received (or the value of other 
assets received) should be credited to capital. 


^See earlier, under Depreciation (p. 55) and Redemption of Bonds^ 
(p. 72) for a discussion of the building up of funds within a business. 
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Journal 

1941 Jan. 1 Dr. Cash. .$53,000 

Cr. Common Share 

Capital $53,000 

To record the issue of 1,000 common shares of 
no par value at $53 each. 

The capital of a company may appear on its 
balance sheet as follows: 

Capital: 

Authorized — 2,000 6% Preference 

Shares of $100 $200,000 

5.000 Common Shares 

of No Par Value. . . . 

Issued — 1,500 6% Preference 

Shares of $100 $150,000 

4.000 Common Shares 

of No Par Value.... 397,483 

$547,483 

Shares of no par value can be issued at a price 
above or below the original issue price, and that 
original price need not, of course, be a round figure. 
As the shares have no nominal value, the question 
of premium or discount on shares cannot arise. 

Until recently company law prevented the 
payment of dividends except out of surplus; that 
is to say, the whole of the capital subscribed had 
to be maintained intact unless reduced by opera- 
tion at a loss. The distinction between capital 
and surplus has been blurred by some Companies 
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Acts with the introduction of shares of no par 
value, although no reputable or valid argument in 
favour of this has been presented for examination. 
Some Companies Acts provide that an amount 
may be abstracted from funds received as capital 
and this amount may be credited to distributable 
surplus and used for payment of dividends, 
irrespective of the operation of the company at 
a profit or at a loss. 

Journal 

1941 Jan. 1 Dr. Cash .. $53,000 

Cr. Common Share Capital . $48,000 
Distributable Surplus . . . 5,000 

The proportion of the amount paid for shares 
issued which may be treated in this way is usually 
in the “discretion” of the directors, but some Com- 
panies Acts fix the maximum, and some require 
that the terms of issue shall give specific informa- 
tion on this point. 


DIVIDENDS 

A certain amount of confusion arises in under- 
standing the accounting entries to record dividends 
unless the earlier work has been mastered. Divi- 
dends can be paid only out of surplus: that is to 
say, out of profits which have been earned, out of 
premium on the issue of shares with par value, or 
out of distributable surplus arising from an issue 
of no par shares. But the surplus account is only 
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an accounting figure, and gives no information as 
to the nature of the assets held against it. If a 
cash dividend is to be paid, cash must be available; 
so that accountants speak of paying dividends out 
of surplus, and also of paying dividends out of 
cash. 

The decision to pay a dividend is usually one 
to be made by the directors, but the by-laws of the 
company may require confirmation of the decision 
by a meeting of shareholders. 

Journal 

1941 Dec. 31 Dr. Surplus. .$12,000 

Cr. Dividends Payable. $12,000 
To record declaration of dividend on 6% Preference 
Shares of $200,000. 

1942 Jan. 10 Dr. Dividends 

Payable. . .$12,000 

Cr. Cash $12,000 

To record cash payment of above dividend. 

The payment of cash dividends prevents the 
expansion of the company’s operations which 
might have taken place if the cash had been 
retained. Sometimes a company may find that it 
has a surplus large enough to justify the declaration 
of a dividend, but that it has no cash available for 
the purpose, an expansion of the business out of 
profits having already taken place. The directors 
may then declare what is called a share or stock 
dividend, and issue shares (of the authorized but 
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unissued capital) to the shareholders, in proportion 
to the number of shares each holds. 

1941 Dec. 31 Dr. Surplus. . .$10,000 

Cr. Dividends $10,000 

Dr. Dividends. $10,000 

Cr. Common Share Capital . .$10,000 
To record a 10% share dividend on 1,000 Common 
Shares of $100 each. 

The effect of this transaction is to leave the a.ssets 
and liabilities exactly as they were, and to leave 
each shareholder relatively in the same position. 
Surplus to the amount of $io,ooo has been 
“capitalized,” and the total investment in the 
company is $10,000 greater than it would have 
been had a cash dividend been paid. To call this 
transaction the payment of a share dividend is mis- 
leading (for it is not, in fact, either a payment or a 
dividend), and may give a false impression of 
continuity in dividends which is intended to reflect 
favourably on the ability of the management. 

RESERVES 

The word reserve is unfortunately used in a 
number of meanings which have no connection 
with each other; and it has already been used 
above in two different senses. A reserve for bad 
debts is deducted from the gross total of accounts 
receivable on a balance sheet, and the difference 
is the estimated value of the asset; a reserve for 
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depreciation is used, in exactly the same way, to 
show the value of fixed assets. A sinking fund 
reserve is an amount transferred from the surplus 
or profit and loss account to show that this amount 
is to be retained within the business (i.e., that it 
is not available for dividends) for a particular 
purpose, such as the redemption of bonds. The 
accounting entries for these two different types of 
reserve have already been shown. 

A general reserve is created by a charge to 
surplus. 

’Journal 

1941 Dec. 31 Dr. Surplus .. $10,000 

Cr. General Reserve. .$10,000 

This entry indicates a decision of the management 
that $10,000 of the surplus is to be retained in the 
business for general purposes as a long-term policy, 
and that it is not to be taken into consideration 
in determining the amount of dividends to be paid. 
None the less it is, in fact, an undistributed profit, 
and the policy may be reversed at any time by 
reversing the journal entry. 

An insurance reserve is a reserve created and 
maintained as an alternative to an insurance policy 
with an outside company. Instead of making 
premium payments and debiting them to profit 
and loss through the insurance account, the 
business makes an annual charge to profit and loss 
equivalent to the premium and credits this to 
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insurance reserve. If the business is large and its 
assets are distributed among different plants, it 
may be able to meet any insurable losses out of its 
general funds, which have been augmented by 
retention of the insurance reserve within the 
business; but if the assets are concentrated or the 
company is small, then an amount equal to the 
insurance reserve will be invested in liquid outside 
investments. Until the reserve has reached a 
certain size, the business should maintain outside 
insurance to protect it against sudden loss in 
excess of the reserve. 

A pensions reserve is created to provide funds 
for the payment of pensions which may be part 
of the contract of employment, or an act of grace. 
An annual charge to profit and loss is made and 
credited to pensions reserve. The funds repre- 
sented by this reserve may be invested within the 
business, but, if large in amount, or if the pensions 
are part of a contract of employment, the funds 
should be invested in outside liquid investments. 

Four entirely different types of reserve have 
been described: (i) reserves used to arrive at the 
value of various assets; (2) reserves used to build 
up funds for repayment of bonds; (3) reserves used 
to retain profits for expansion of the business; 
(4) reserves used to provide against risks, or to 
meet obligations, which require an annual charge 
against profit and loss. The published balance 
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sheets of some companies collect two or more of 
these different reserves under one heading amongst 
the liabilities. 


Reserves: 


Reserve for Bad Debts 

... $ 1,300 

Reserve for Depreciation 

of 

Fixed Assets 

. ... 17,600 

Pensions Reserve 

. . . 5,000 

Sinking Fund Reserve 

. . . 10,000 

General Reserve 

. . . 25,000 


$58,900 

The total of $58,900 is utterly devoid of meaning 
and the grouping of heterogeneous items under 
one heading is misleading. Further, the values 
put against accounts receivable and fixed assets 
on the asset side of the balance sheet are also 
incorrect, as they should be reduced by the reserve 
for bad debts and the reserve for depreciation. 

In banks the word reserves is often used for 
the cash and central bank balances available for 
the immediate settlement of customers’ claims; 
banks which have the privilege of note issue also 
have reserves against this liability, usually in the 
form of gold and government bonds. Both of 
these forms of reserve may be subject to regulation 
by law. Reserves in the sense of undistributed 
profits or general reserves, as described above, 
are also found in the accounts of banks. In the 
accounts of insurance companies the most im- 
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portant reserves are the amounts charged against 
profit and loss to represent the liability on policies, 
arrived at by actuarial calculations. 

SECRET RESERVES 

Yet another use of the word reserve must be 
recorded. When the figures on a balance sheet 
deliberately exaggerate the amount of the liabilities 
or understate the value of the assets, a secret 
reserve is created. The origin of secret reserves 
was probably the anxiety not to allow the balance 
sheet to show a better state of alfairs than actually 
existed, thus taking to extremes the habit of 
choosing the less favourable of two estimates 
when an alternative presented itself. From being 
reasonably cautious the business man has made a 
fetish of caution. This is particularly true of 
financial institutions, such as banks, which require 
public confidence in their stability if they are to 
operate satisfactorily. These institutions make 
use of two types of secret reserve: those which are 
secret only as to their amount and those whose 
existence is secret. If a bank which is known to 
have a large investment in buildings includes them 
in its balance sheet at a nominal figure of $i, 
everyone knows that its resources are greater than 
the balance sheet shows. The cost of the buildings 
must have been written off against the profits at 
some time, and the true surplus is greater than 
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is shown in the books and on the balance sheet. 
But the second type of secret reserve is manipu- 
lated from year to year for the purpose of conceal- 
ing fluctuations in profit in order to retain public 
confidence. Many banks, of course, go further 
than this and actually engage in fictitious trans- 
actions month by month for the purpose of 
“window dressing” their monthly statements. 

Whether financial institutions are justified in 
publishing false statements to conceal fluctuations 
may be argued, perhaps, but the extension of this 
practice to industrial and commercial companies 
can have nothing but bad results; the practice is, 
however, widespread. The manipulation of secret 
reserves may sometimes deceive competitors; it 
must always deceive shareholders and the general 
public; and it destroys the validity of any work 
done by economists on the basis of balance sheet 
figures unless that work is concerned only with 
long-run trends. Secret reserves are a very power- 
ful weapon in the hands of the management; they 
may easily be used to further personal interests 
against those of shareholders, and may thus 
interfere with the interplay of economic forces 
usually examined by economists. Admitting that 
some of the items in a balance sheet are estimates, 
that is no reason why figures which are known to 
be false should be used; admitting that some of 
the accounting conventions for the valuation of 
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assets are partly unsatisfactory, that is no reason 
why they should be publicly accepted by the 
business community but laid aside by the manage- 
ment, without notice, whenever this suits their 
purposes. 

CONSOLIDATED ACCOUNTS 

A company may invest funds outside its own 
operations for various purposes : to build up liquid 
resources for specific purposes, to earn interest on 
funds temporarily lying idle, or to obtain some 
measure of control over the operations of another 
company. The purpose of the investment deter- 
mines to some extent the method of valuation 
of investments for balance sheet purposes. 

If liquid resources are needed at some deter- 
mined future date (e.g., for redemption of bonds) , 
outside investment will usually be in government 
or other bonds. If the maturity of these bonds 
anticipates, or coincides approximately with the 
date at which the liquid funds will be required, 
fluctuations in market prices, resulting from changes 
in current interest rates, are irrelevant. If funds 
are temporarily invested outside the business, 
fluctuations in market price of the investments 
are obviously of considerable significance; and if 
a fall below cost occurs, then the present market 
price should be used on the balance sheet or a 
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very definite statement of the market price should 
be made on the balance sheet. If funds are 
invested in other companies as a long-term policy, 
then the investment may be considered as a 
fixed asset. 

Many companies have been formed for the 
sole purpose of holding the shares of other com- 
panies and providing for some degree of integration 
between the subsidiary companies. Other com- 
panies are not pure holding companies but are 
both operating and holding companies. Groups of 
companies are drawn together under more or less 
closely unified management through an inter- 
change of shares or through a holding company. 
A holding company may own the whole of the 
share capital of its subsidiaries, either directly or 
indirectly, or it may exercise full management 
control by ownership of considerably less than 
half the shares. 

Although two companies may have separate 
corporate existence and legal individuality, if the 
one owns the shares of the other outright the 
separation of their operations is for many purposes 
artificial; this is particularly true when, as usually 
happens, the companies are engaged in similar 
or complementary operations (i.e., horizontal or 
vertical combinations). 
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A. Company^ Ltd. Balance Sheet at December 31, 1941 


Cash $ 11,000 

Accounts Receivable $171,000 

less Reserve for Bad Debts 3,000 

. 168,000 

Inventory 274,000 

Investment in B. Co. at Cost 250,000 

Fixed Assets — $125,000 

less Reserve for Depreciation 38,000 


87,000 

$790,000 


Accounts Payable $ 82,000 

Capital: 

6,000 Shares of $100 each 600,000 

Surplus 108,000 


$790,000 


The investments held by the A. Company are so 
large in proportion to the other assets that it is 
improbable that they are merely the temporary 
employment of funds which would otherwise be 
idle. Suppose that they are a long-term invest- 
ment in another company which has been organized 
specifically for carrying on the operations of what 
is in reality (but not at law) a branch of the A. 
Company. The above balance sheet is unsatis- 
factory in that the nature of the assets and 
liabilities of the subsidiary company is concealed. 
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B. Company, Ltd. Balance Sheet at December 31, 1941 


Cash % 1,000 

Accounts Receivable % 50,000 

less Reserve for Bad Debts 1,000 

49,000 

Inventory 198,000 

Fixed Assets $113,000 

less Reserve for Depreciation 9,000 

104,000 

Deficit 5,000 

$357,000 


$ 7,000 

150.000 

200.000 

"^ 57,000 

The original investment of the A. Company in the 
B, Company was the purchase of the whole of its 
2,000 shares at f loo each, and $ 50,000 6 % bonds: 
a total of $250,000. 

To show the true position of the business as a 
whole, a consolidated balance sheet must be pre- 
pared. That is to say that for the item “Invest- 
ments $250,000” in the A. Company balance sheet, 
the assets and liabilities of the B. Company must 
be substituted. As the B. Company has accumu- 
lated a deficit of $5,000, the original investment has 
suffered a loss in value of this amount, which must 
be deducted from the surplus of the A. Company. 


Accounts Payable 

6% Bonds due Dec. 31, 1942 
Capital: 

2,000 Shares of $100 each. 
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A. Company, Ltd. Consolidated Balance Sheet at 'December 31, 

1941 


Cash 

Accounts Receivable ' $221,000 

less Reserve for Bad Debts 4,000 


Inventory 

Fixed Assets $238,000.00 

less Reserve for Depreciation .... 47,000.00 


$ 12,000 


217.000 

472.000 


191,000 

$892,000 


Accounts Payable $ 89,000 

6% Bonds of B. Co. due Dec. 31, 1942 100,000 

Capital: 

6,000 Shares of $100 each 600,000 

Surplus $108,000.00 

less Deficit of B. Co 5,000.00 

103,000 

$892,000 


As the A. Company owns $50,000 of bonds in the 
B. Company, only the net figure of bonded debt 
to the outside world ($100,000) has been included 
in the balance sheet. 

Certain other elementary complications may 
be mentioned. Suppose that sales of goods by 
the B. Company to the A. Company have taken 
place and that the accounts receivable of the B. 
Company include $4,000 in respect of these sales. 
This means that the accounts payable of the A. 
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Company must include $4,000 representing the 
debt to the B. Company. These two items cancel 
out, in preparing a consolidated balance sheet of 
the business as a whole. Suppose, further, that 
the inventory of the A. Company is valued at cost 
or market price, whichever is the lower, and that it 
includes goods purchased from the B. Company 
for $27,000. These goods are at present included 
in the above balance sheet at their cost to the A. 
Company (which is here assumed to be not greater 
than present market price), but this figure includes 
a profit to the B. Company of, say, $3,000. This 
profit has been earned by the B. Company as a 
legal entity, but for the purposes of a consolidated 
balance sheet the inventory must be valued at a 
figure not in excess of the cost to the business as a 
whole, that is at $24,000. 

Making these adjustments the consolidated 
balance sheet should appear as follows: 

Company^ Ltd. Consolidated Balance Sheet a{ December 31, 


mi 

Cash $ 12,000 

Accounts Receivable $217,000 

less Reserve for Bad Debts 4,000 

213,000 

Inventory 469,000 

Fixed Assets $238,000.00 

less Reserve for Depreciation .... 47,000.00 

191,000 

$885,000 
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Accounts Payable $ 85,000 

6 % Bonds of B. Co. due Dec. 31, 1942 100,000 

Capital: 

6,000 Shares of $100 600,000 

Surplus 100,000 


$885,000 

The accounts receivable and accounts payable 
have been reduced by $4,000 intercompany debts, 
and the net surplus and inventory have been 
reduced by $3,000 on account of inventory re- 
valuation. 

Comparing this consolidated balance sheet 
with the original balance sheet of the A. Company, 
it will be seen that the investments have been 
removed and that adjustments of an equivalent 
net amount have been made in the assets and 
liabilities, and that the liabilities include debts to 
the outside world only. As the share capital of 
the B. Company is all owned by the A. Company, 
it does not appear in the consolidated balance 
sheet. The consolidated balance sheet discloses 
important facts which were concealed in the A. 
Company balance sheet: (i) that the business as 
a whole has to meet obligations to the public to 
the amount of $100,000 in a year’s time, and (a) 
that the surplus of the business as a whole is 
$8,000 less than that originally shown. 

The above example is extremely simple com- 
pared with many that are met in practice, but 
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serves to show the type of adjustments that 
should be* looked for, and the reason why the 
balance sheet of a company as a legal entity may 
be unsatisfactory, although technically accurate. 

If a group of companies is formed under one 
management, and the companies are in reality 
operating as a single business unit, then a coij- 
solidated balance sheet is desirable if it can be 
constructed; but inter-company affairs are some- 
times so complicated that it is impossible to 
produce a satisfactory consolidated balance sheet. 
A brief example may indicate the difficulties. 

Five companies. A, B, C, D, and E, operate as a group. 
A is a holding company but is also an operating company. 

A owns shares as follows: 

50% of the preference shares and 60% of the common 
shares of B, 

None of the preference shares and 30% of the common 
shares of C, 

10% of one class of preference shares, 20% of another 
class of preference shares, and 15% of the common 
shares of D, 

75% of the preference shares and 40% of the common 
shares of E. 

B owns shares as follows: 

5% of the common shares of A, 

20% of the common shares of C. 

C owns shares as follow : 

5% of the preference shares and 10% of the common 
shares of B, 
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40% of the common shares of D, 

15% of the common shares of E, 
and so on, each company having a proportion of each class 
of its shares in the hands of the public. The companies 
are constantly engaged in transaction with each other, and 
some have deficits and others surpluses. 

Although efforts are made to produce a consoli- 
dated balance sheet for a group of this sort, no 
pretence of accuracy can be upheld, particularly 
because of the inability of accounting methods 
to attribute a correct proportion of the net assets 
or surplus of a company to various classes of shares 
when each class of shares is held partly by other 
companies in the group and partly by the outside 
world. The problem becomes fantastic and the 
consolidated balance sheet entirely unreal. The 
most satisfactory solution of this problem from 
the accounting point of view is the amalgamation 
of the group of companies into one company. 

The profit and loss accounts of the group may 
well be kept separate, so as to show the result of 
the operations of each company, but the statement 
of surplus (see p. 107) of the holding company 
should show what dividends have been paid out of 
current earnings and surplus respectively. 



CHAPTER VI 


O NE of the chief purposes of keeping accounts 
is to aid the management in exercising con- 
trol and in making decisions on policy. In the 
explanations and examples given in previous 
chapters all costs of goods and services used have 
been charged to profit and loss account, and net 
profit on the operations as a whole determined. 
A rearrangement of these charges to profit and 
loss account in the form of statements, designed to 
bring out clearly certain relations, facilitates the 
work of the management. In a manufacturing 
' business these relations are conveniently shown by 
the preparation of a statement of cost of goods 
manufactured, which shows the relative impor- 
tance of the various factors of production; a 
statement of trading and profit and loss, which 
shows the gross profit, the net profit, and the 
relative importance of the various selling, admin- 
istration, and financial costs; and a statement 
of surplus. 

STATEMENT OF COST OF GOODS MANUFACTURED 
The manufacturing costs of a business are 
conveniently divided into direct or prime costs and 
overhead costs. Direct costs are those which can 
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be directly attributed to a specific output of goods 
and which roughly vary directly with the volume 
of that output. Overhead costs are those which 
can be attributed only indirectly to specific output 
and which are fixed, or remain fairly constant, 
irrespective of the volume of output. An exact 
division between direct and overhead costs cannot 
always be made and depends upon the particular 
manufacturing process. The costs of raw material 
used and of direct factory labour are obviously 
direct costs; but power may best be treated as a 
direct cost in some plants and as overhead in 
others. Indirect factory labour (supervision, clean- 
ing, etc.); depreciation and repairs of plant; heat, 
light, and factory insurance, are overhead costs. 

The following diagram shows how the various 
costs (direct, overhead, selling, administration, and 
financial) fit into the various statements. 



Statement Statement of Trading and Statement of Cost of Goods 

of Surplus Profit and Loss Manufactured 
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Purchases 



Freight on Purchases 


1 Inventory of Raw Materials | 


1 


Cost of Raw Materials Used 



Gross 

Delivery Selling 

Costs Costs 

1 ! 

Profit 

Storage Administration 

Costs Costs 

Net Trad 

Financial Costs 

1 

ling Profit 

Financial Revenue 




.Net Profit 


Surplus 


Dividends 


General Reserve 
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Statement oj Cost oj Goods Manufactured for the Year ending 
December 31, 1941 


Raw Materials Inventory, Jan. 1 $ 62,000 

Purchases of Raw Materials 397,000 

Freight on Raw Materials 2,000 

$461,000 

less Raw Materials Inventory, Dec. 31 67,000 

Cost of Raw Materials Used $394,000 





% 

Goods 

in Process Inventory, Jan. 1 


Cost of Raw Materials Used 


56.5 

Direct Labour 


26.8 

Manufacturing Overhead: — . . . . 


16.7 

% 




53.4 

Indirect Labour 

62,000 


7.8 

Power 

9,000 


10.3 

Supplies 1 

12,000 


5.2 

Repairs 

6,000 


2.6 

Depreciation (Factory) . 

3,000 


8.6 

Depreciation (Plant) .... 

10,000 


9.5 

Light and Heat 

11,000 


.9 

Insurance I 

1,000 


1.7 

Taxes 

2,000 


100.0 



100.0 


less Goods in Process Inventory, Dec. 31 


Cost of Goods Manufactured 


$ 48,000 

394.000 

187.000 

116.000 


$745,000 

52,000 

$693,000 


The jiercentage column in the centre of the account 
shows the relation between raw materials used, 
direct labour and manufacturing overhead, and the 
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total of these costs; the percentage column on the 
left hand side of the statement shows the propor- 
tion of each of the items of manufacturing over- 
head to their total. Light and heat, taxes, and 
insurance may be determined separately for the 
factory or they may be a proportion of the total 
costs apportioned on some fixed basis between 
, factory and administrative and other buildings. 

The use of the above statement, by means of 
comparison with those of previous periods, is 
obvious. A further and more effective check on 
the efficiency of the manufacturing process is 
possible if the product is completely standardized 
(e.g., a glass bottle of one size and quality), by 
preparing a statement of the actual quantities of 
materials, hours of labour, etc., used per unit of 
production. This avoids the difficulties arising in 
making comparisons when prices are changing, and 
such a statement will be a useful supplement to the 
above. If, however, the product is not a single 
and uniform one, such a statement cannot be 
prepared because no definite basis can be arrived 
at on which to attribute the quantities of the 
factors of production to the joint products. 

The section entitled Inventory in Chapter iv 
might be re-read at this point, as the statement of 
cost of goods manufactured throws light on the 
valuation at cost of goods in process and finished 
goods. 
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STATEMENT OF TRADING AND PROFIT AND LOSS 

The purpose of this statement is to show: first, 
the proportion of gross profit to sales; secondly, the 
relation between the selling and administration 
costs and sales; thirdly, the relation between each 
detail of these costs and the total of its class; 
fourthly, the net trading profit and how it is 
modified by items which are the result of financial 
policy and have no necessary relation to the 
manufacturing process or the trading transactions. 
In a non-manufacturing business, the statement 
will be identical with the illustration below except 
that purchases will take the place of cost of goods 
manufactured. 

Statement of Trading and Profit and Loss for the Year ending 
December 31, 194-1 

Sales $982,000 

Finished Goods Inventory, Jan. 1 % 41,000 

Cost of Goods Manufactured 693,000 

$734,000 

less Finished Goods Inventory, Dec. 

31 37,000 

Cost of Goods Sold 697,000 

Gross Profit 29.00% $285,000 

less Warehouse Costs $ 7,500 .76% 

% 

42.7 Salaries $ 3,200 

25.3 Depreciation... 1,900 
9.3 Heat and light . 700 


s 
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4.0 Insurance (Goods) 300 


5.3 Insurance 

(Warehouse) 400 

13.3 Taxes 1^000 

Delivery Costs 3,900 .40% 

46.2 Salaries $ 1,800 

20.5 Depreciation of 

Equipment , . 800 

28.2 Supplies 1,100 

5.1 Insurance 200 

Selling Costs 79,400 8.09% 

14.7 Salaries J1 1,700 

40.8 Commissions . . 32,400 

19.9 Travelling 15,800 

24.6 Advertising. . . . 19,500 

Administration Costs 28,600 2.91% 

65.4 Salaries $18,700 

3.1 Depreciation 

(Offices) 900 

.7 Depreciation 

(Equipment) 200 

5.6 Light and Heat 1,600 

.7 Insurance 200 

1.0 Taxes 300 

13.3 Sundries 3,800 

10.1 Bad Debts 2,900 

119,400 

Net Trading Profit 16.86% $165,600 


29 % 



FOR STUDENTS OF ECONOMICS 


107 


Net Trading Profit $165,600 

Discounts Received 7,800 

Revenue from Investments 4,200 

ll77,600 

less Discounts Allowed $ 8,200 

Bond Interest 12,000 

20,200 

Net Profit $157,400 


The percentage column in the centre shows each 
item as a percentage of sales; the left hand column 
shows the percentage of each item to the sub-total 
of its class. 


STATEMENT OF SURPLUS 

The statement of surplus shows how the sur- 
plus (unappropriated profits) brought forward 
from the previous financial period is increased by 
the net profit and decreased by appropriations. 
These appropriations are not, of course, costs of 
carrying on the business. 


Statement of Surplus for the Year ending December 31 ^ 1941 

Balance of Surplus Account, Jan. 1 $ 72,900 

Net Profit for the year 157,400 

$230,300 

less Dividends on Preference Shares . . $ 25,000 

Dividends on Common Shares 100,000 

Transfer to General Reserve 10,000 

135,000 

Balance of Surplus Account, Dec. 31 $ 95,300 
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A difference of opinion exists as to the position 
which should be taken by income tax, which has 
not been included in this example. On the one 
hand the argument is that, as income tax is a tax 
on income, it is an appropriation of income that 
can be made only after income is determined, and 
that it should appear in the statement of surplus. 
On the other hand, the argument is that, as the 
net income available for the proprietors can be 
determined only after provision has been made 
for income tax it should appear in the statement 
of profit and loss. The difference of opinion is 
not very important, but what is important is that 
the administration of income tax has had a con- 
siderable effect on accounting practice, and that 
accuracy is sometimes, if not frequently, sacrificed 
in an effort to reduce the tax paid over a period 
of years. In particular, the administration has 
tended to look with suspicion on new methods of 
inventory valuation, and businesses have tended 
to manipulate their accounts in order to show 
steady earnings in place of profitable and unprofit- 
able years. 

The profit and loss account used in earlier 
examples should be compared with the above 
statements. No new principles have been intro- 
duced, and if a trial balance and supplementary 
information were given in sufficient detail, a 
balance sheet, and manufacturing, trading, profit 
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and loss, and surplus statements could be prepared 
with no great difficulty. 

COST ACCOUNTING 

The chief use of cost accounting is as an im- 
plement of control in a manufacturing business. 
A form of control by the use of a manufacturing 
statement has already been sketched above; cost 
accounting is an elaboration of this form of control. 

Suppose that, in the illustration above, the 
manufacturing statement was the record of the 
production of a completely standardized article; 
the cost per unit of output of the raw materials, 
labour, and overhead expenses could be ascer- 
tained. Suppose, further, that this information 
was available monthly (instead of annually as 
shown in the illustration) very soon after the end 
of each month; the information available to the 
management would obviously be of great use to 
them in making comparisons from month to month 
to check inefficiency and waste. 

Cost accounting aims at supplying very quickly 
after the end of short financial periods information 
which’ is practically an analysis of the manufac- 
turing statement. The extent to which the analysis 
is taken into detail depends upon the time required, 
the cost involved, and the use that can be made 
of the detail. 

Few businesses produce only one standardized 
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product; in order to obtain the manufacturing cost 
per unit of each of several products, the costs of 
the factors of production must be divided up 
among the various processes, each of which pro- 
duces a standardized product. The raw material 
is issued upon requisitions made on the stores 
by those in charge of the process concerned, and 
is charged to that process. Employees’ work cards 
are made out so that each process can be charged 
with the labour employed on it. The overhead 
costs are attributed to the various processes on the 
basis of careful study of past experience, but result 
in what is, at best, an estimate. As a result of 
this “process costing” the management has pre- 
sented to it regularly a statement showing, for 
each process, the cost per unit of output of every 
type of raw material used, of labour employed, and 
of each of the overhead costs. 

A very similar method is used in “job costing” 
in a business whose output is not in the form of 
large numbers of standardized products but con- 
sists of separate jobs, which may be repeated from 
time to time in fulfilment of orders, or which may 
have elements of similarity (such as common 
processes up to a certain stage). The costs of the 
factors of production are charged to the job, 
instead of being charged to a process, and the 
statement prepared will give the costs of each 
factor of production for the job. 
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The cost accounting statements in total for an^ 
period should agree with the manufacturing state- 
ment of which the7 are an analysis; in practice 
exact agreement is not usually attained, however, 
because the cost of analysis in sufficient detail 
would be excessive. 

In certain types of construction work and in 
businesses which have a virtual monopoly of their 
products, the cost accounting records may be the 
basis of the price charged to the customer, amounts 
being included to cover selling and administrative 
costs based on the arbitrary division of these costs 
(appearing in the trading statement) over total pro- 
duction. In a business which is called upon to 
make tenders for large jobs, past cost accounting 
records may be adjusted by changes in prices, and 
used as a basis for the tenders, particularly if the 
business is ignorant of the tenders likely to be 
submitted by competitors. 

The costs determined by the methods outlined 
above are average costs for production that has 
actually taken place. If all these costs for one 
business are added together, the total costs will be 
obtained, and to operate at a profit the business 
must do better than cover these costs by its selling 
prices. To what extent can these costs be used 
in fixing the sale price of the goods produced? 
In the early days of cost accounting some busi- 
nesses were encouraged to think that these costs. 
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plus a fair profit, could be used universally to fix 
selling prices, but many of them have now realized 
that this view is fallacious. It is fallacious for 
three reasons: first, because conditions of produc- 
tion, and therefore costs of production, vary 
enormously from one business to another, par- 
ticularly when the variety of articles produced is 
diflFerent; secondly, because businesses are not 
static but can increase or decrease their output 
of each of their products, and each change in 
volume of production changes the costs; and 
thirdly, because the sale price of a product depends 
not only on the producer but also on the purchaser, 
and business at a lower price is usually better than 
no business at all. Although cost accounting has 
proved very useful as a method of internal control 
it has not proved very useful in determining either 
the most profitable volume of production or the 
sales policy. 

The economist has developed the concepts of 
marginal cost and marginal revenue. If, at differ- 
ent levels of production, the marginal cost (that is, 
the additional actual cost of increasing production 
by one unit) and the marginal revenue (that is, the 
additional revenue derived from selling that one 
unit) can be determined, the business manager 
has a sound basis for his policy. In order to obtain 
the greatest possible profit, the production must 
be such that the marginal cost and marginal 
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revenue are equal. At any level of production, 
if the marginal cost is the larger, increased profit 
will result from a reduction in production; if the 
marginal revenue is the larger, increased profit 
will result from an increase in production. But 
cost accounting records do not supply this in- 
formation, and even if it were available it would 
have to fight against the disinclination of many 
business men to take any action which decreases 
the selling price per unit of any product. 

The use of uniform cost accounting methods 
within an industry is obviously desirable (as is any 
standardization of accounting practice) because it 
makes possible accurate comparisons between the 
various units in the industry. Such uniformity has, 
however, been taken beyond the methods of cost 
accounting and has been applied to actual items 
of costs (by agreement negotiated through trade 
associations) by all the units in some industries, 
for the purpose of maintaining prices and avoiding 
“wasteful” competition. In the absence of com- 
petition a restriction of output and a maintenance 
of prices may result in greater profits than would 
result from the equating of marginal costs and 
marginal revenues under free competition. 

Many business men have refused to accept 
business at a lower price, which would result in an 
increase in profits for the short run, on the grounds 
that a general lowering of price might occur, which 
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would result in a decrease in profits in the long run. 
The use of cost accounting figures giving total 
costs in place of the use of marginal cost figures 
has undoubtedly accentuated this. 

EXAMINATION OF PUBLISHED ACCOUNTS 

Too much emphasis cannot be placed on the 
fact that the published accounts of a company 
at the end of a financial year are totally inadequate 
information on which to base any opinion. In the 
first place, the accounts of many companies are 
inaccurate; and in the second place, the trend of' 
operations is of far greater importance than the 
position of the company at a particular date. In 
spite of the changes that have taken place in the 
views of accountants, pride of place is still given 
to the balance sheet, and the information given 
in the profit and loss or income and expenditure 
account is often scanty. 

For a proper examination of the published 
accounts of a company, a comparative profit and 
loss account should be drawn up for a period 
covering, if possible, a complete trade cycle. Full 
details, such as are found in a manufacturing, 
trading and profit and loss statement, cannot be 
obtained, but the figures provided should be 
analysed and the best possible form of statement 
devised. The figures provided will usually show 
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at least the net operating profit, depreciation 
charged, the management salaries, directors’ fees, 
income tax, and income from outside investments. 
Any items which properly belong to the surplus 
account should be put there. Inaccuracies in the 
accounts will probably be concealed in the charges 
for depreciation, which can be adjusted approxi- 
mately by replacing the figures given by a fixed 
percentage of the depreciating assets included in 
the balance sheet, or in the inventory valuation, 
which cannot usually be adjusted because of 
complete absence of information. 

A comparative balance sheet should also be 
drawn up, making whatever adjustments are 
required. The depreciation adjustments already 
referred to should be introduced, the reserves 
should be segregated if they are collected illogically 
under one heading, and the assets and liabilities 
should be arranged properly with sub-totals of each 
class, i.e., the current assets in order of liquidity, 
the fixed assets, the intangible assets; the current 
liabilities, the deferred liabilities, the capital and 
reserves. 

A further statement, the use of which is being 
more and more appreciated, is one showing the 
sources and application of funds year by year. 
This statement shows how working capital (the 
excess of current assets over current liabilities) has 
become available and how it has been used. 
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Source and Application of Funds for Year ending . 


Operating Income. . . 

Other Income 

Depreciation 

Securities issued. . . . 


Dividends paid 

Fixed assets acquired 
Securities redeemed . 
Increase in Working 
Capital 


As explained earlier, the profit of a business 
originates in the excess of the selling price over 
the cost, and as sales result in the acquisition of 
accounts receivable or cash, the making of a profit 
on a transaction must result in an increase of 
working capital. Other income, such as dividends 
on investments, comes in cash. The charge for 
depreciation is a book entry indicating that part 
of the service of the fixed assets has been used up 
in production; if the goods produced are sold at a 
profit, the amount set aside for depreciation is 
represented by part of the funds coming in from 
sales in the form of an increase in working capital.^ 
The issue of bonds or shares brings in cash, with a 
corresponding increase in fixed liabilities or capital, 
and thus results in an increase in working capital. 
The payment of dividends, the acquisition of fixed 
assets, and the redemption of securities obviously 
result in a reduction of cash without a correspond- 

^See earlier under Accountingfor Depreciation (p. 50), and Further 
Discussion of Depreciation (p. 53). 
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ing reduction in current liabilities, and therefore 
a decrease of working capital. 

Further analysis of accounts can usually be 
made only after access to the books of the company 
and discussion with the management. A com- 
parative statement may then be made showing 
certain ratios whose change from year to year 
requires explanation and examination. The chief 
of these ratios are: 

Current assets to current liabilities; 

Sales to inventory, or rate of turnover; 

Sales to accounts receivable; 

Operating expenses to sales; 

Fixed charges to net operating profit. 

The average figures for these and other ratios are 
available in some industries, and comparison is 
then possible not only from year to year within 
the business but also with the average of the 
industry. The explanation of changes and dif- 
ferences is what is important, and this is obviously 
not available to the general public. 

EXAMPLES FROM PUBLISHED ACCOUNTS 

A few examples of information contained in pub- 
lished accounts are given, with comments; com- 
parative statements for a period of several years 
require too much space to be included, but some 
of the questions raised above are illustrated. The 



118 


INTRODUCTION TO ACCOUNTING 


auditors’ reports have been omitted from the 
accounts reproduced here. Figures are given to 
the nearest dollar; the cents included in most 
published accounts are totally unnecessary. The 
choice of companies is entirely fortuitous and 
many others would have provided equally good 
examples. 



Company No. 


FOR STUDENTS OF ECONOMICS 


■Ttioooo 
O CO o 
o 

CD CO 00 CD 
00 (35 CO O 


° §2 8 

w *C T3 W 6 ^ 

^bI-cS 8 

^ ^ 3 CO j5 

H O) 03 O 

§>> 8^0 


£ 

WS g, 
S o® 

™C0 m 


vo-S 

^gg c 

1 5 W H 

olii. 

SS 3 §r 

H EO^ g i 

« S 9 “’■ 
> g S 2 

2 X O CSci 

^PCQH, 


$44,499;644 



120 


INTRODUCTION TO ACCOUNTING 


os 

CO 

o 

00 


8 

o 


to 

o' 


o 

o 

o 

to 

to 


oo 
oo 
to OS 

to to 
to 


rd 

o 

p 

a 

•<N 

4-* 

6 

o 

u 


z 

a 

St 

a 

a 

o 

Q 


C 0 l >0 
CM OOCJS 
uo rH CO 

CO luO 
'“f lO 


w 


• o 

. <u 

: s 
: >> 

. 

. a 

. CJ 


• u 

• 0 ) 
th 

CO 

■o'g 

{.H 

0) 

oO c 

B 

<u G 5 

a 

JO 

a.SO 
•o § g 
.nt^.S 

’H q" S 
^ o 2 


o 

o 

o 

o 

o 

o 

o 

o' 

o 

o 

o 

lO 

o' 

o' 

<M 

■rH 




CO 

Q 

o 
w 

3 TJ 

i-S 

J-a 

s-s 

H<1 

CO 

K-* 


00 

OS 


o 

3 

0) 

o 

G 

JS 

JD 

-D 

G 

G 

CO 

G 

0) 

a 

’g 


lO 

OS 


0} 

G 

iz; 2 
w M .5 

13 Q 

Ibs 

WpQ G 
13 ■ ^ 


< 

O ?SiO' 


a> 

C/5 

13 

OS 

G 


|g.| 
(a s i 

CO 

. C O rj 

g> 3 u-S 
*S G 


QOOO 
O O O Q 
OOiOO 

o'o'i>o“ 

lO to iO O 
b- CO -GH 


CO- S 

I s 


0 ) ^ o <D 

§ g<« 

^ -hi r-< 

3-5 S 

J 2 b'iU 
3 o 4 ^ d 

O iJrrt G 

:-t! ts^ 3 

[[xiCxJkSU 


> 

pit 

W 

tn 

W 

15 

0 

H 

P4 

1 

I 

P4 

cn 

s 

eg 

w 

u 

IS 

w 

p< 

w 

CS 4 

m 

« 

pL, 



Company No. 1 (continued) 


FOR STUDENTS OF ECONOMICS 


121 


to 

00 

o 

o' 


CO 

o 

xfl 

CP 


m 

n 

< 

w 

w 

Q 

W 

12:; 

nT 

o 

< 

W 


o 

<n 

W 

P< 

< 

tn 

t/:} 


H 

I 

S 

D 

u 

« 

:z; 

D 

fx, 


CS 

<u 
0) 
JO 

03 

oJ 

o J3 

s ® 

ill 

C/2l HO 

^ oo 

CO 

> Qj^ 

K. ^ 


ccJ 

w 

o 

8 

g 

1> 

Vm 

o 

<D 

3 


o 

JU 

4-> 

3 

cC 

3 

3 




Oh 

O 

:2: 


CO 

CCf 

o 

o 


CO 

00 

»o 

s 

CO 


OS OS 
K5 QO 

oos 

QOQO 

oco 

rH CO' 
CO O 
COCJS 

00* to 

CO o 
to CO 

r-TC^T 

rfi tH 




0<N 
CO r-i 

coooo 

QOOOO 

too 

(NCOOO 

Th<^f 

INCO 

(m'coo'o 

rH(MrH O 

OS 

Tji t-l (50 

CO 

t-T 






Cd 

S 

w'^’S-sSg 

e°ll«s 
§ Hit 

a is I 


3 
3 

8 j? ^ $ 

?< tw <L) oj p» 

^ ^ X w S 

„ cftO X e 

g - “ ^ biog*S 

SSjI-SiSs 

ggs^-g^i 

gcfl- O-UJ y 

o' Q o Oi £ 

O 63 >• 

CO Jz;l2U 
C4 

w 


V, nrt 
a> 3 
4-> 5 
<3 

Cu 

c°' 

g2 

.Oe^ 

l.as 

rH O <t> 

tH aJCu 

2 a- 

CU w 

g°2 

|.SS 

s8Q 
0)0 - 
>^00 
o Sio 
15 12^- 

^3 

^.S O 

^ S 2 

P §3 
^aS 

§ 

W ojS S 

O-Xscf H 


OT 

03 <n 
?? ^ 

WiS 

ho^g 
3 O 

.3 u 

•apj 

Grr-I 

3^ 
«4-( 3 

(2 2 
-o B 

<u ^ 3 O 

c S O y 

3 

<l) 3 o 5 
o3T! 

Sa.2g 

s k s-S 

misici: 

i 

o 

H 

a 


2 

05 


.o 

H 

I 


3 

CO 




3 

J3 

CO 


3 

O 

CO 

*0 

3 

a> 

TJ 


*3. > 


s 

3 

fl 

» 

P 


3,232,400 

$44,499,644 



INTRODUCTION TO ACCOUNTING 


T-lrHCO'«^t<THT-HrdHC<»l >005 
O 5 C 0 TH<a 005 ''t<l 0 rHTt( 0 q|IO 
03 OS r-l CO (N 0^10 O 

^ CO rH CD lO C0“ rH lO (N r-T 
>-iOOOI>iOCOCOCOCNt'-COCO 
Pi^lOt> CO rH rli CO CO 


-s >> 

f "g 0..9 o 1 

^ s;~ s 

^ ^ ^ >v O 

ajO 0 ) ^ S 

0-13 y, 

r- o O o .Si 

■M ^ .2^ cr ^ 

03 0) O o O 

o >»u-g > 

ci O w to ^ 

> S <y -w 

S Q 3q to 0 

^ o S 3 

<U*-M CO 03 O S 

J 2 -t to CJ 

o-iis" 

lBg,C -«3 , 

§ 8 §■? S . g 

g 5i 2 

^ 50-52 oj 

CDCTJ*-' tocj'" 

SS 55 5i i <1^.2 .52 

W G ^ Ci a ^ 

•C “ S-g-o rt -3 “ 

OC^oCrtgcn 
™»0 (0,0 
g ^ <wii-2 

ir G ^ buO'^ <1 T3 g-t 

-M o a;-g ^ 

cC G *5 (D o 

-in o S2TJ tn 

ti CuS +2 

5* G ^ ® fa 

« o ^ pro*^ So*n 
^ G-M KB^ 

4-> _ Co n~l fa 

03 o <L)^^ t! o 
O ^ " tj CD <13 CtJ o 4.0 
-G 03 a>’5?c)(i3^ ^ 

H bcH G 

' T^s G ,a .2 

-M 5 -M ^ {;g 

0^3 

Xi 03 to X w 


e u, 

Ot-hOSOOOOSOOOOO g; 

.SO'?Hoooc<JOoooo a 

Q T-4C0^O^OO^00p_O^O_O^CD Q 

‘ST-^‘^ooob»oo'oo'c> CO 

^ 1 > to lO O Q <M lO to lO uO to _ 

^ o^to (N O O^O^C<»^<N C<j^(N ,. c 
t-Tr-T r-rr-Tt-TrHTH r-T JO ^ 

CCJ 03 

S 03 

o 


O o’tJTJ 
P 5 -w 2‘55 
> S "fa 

o d G y 5 
X d -G g O 

“S® So- ° 

-TD o G 

S if? ^ u ^ 

i-, tj O G 03 fa 

S’SSE 2 ^ 
° s« - 

gj=^ fe-g §■ 


>,2 >.o ■“ g 
’g'So < 1 ^ B* 
^ ^ 0 ) g 2ox g 

^ ,^OQ OOOQOOOOO O >% *5 J 3 5 O O 

§-lgi 888 SSg 888 l 2 ^”§ 28 “ 
' 3 |S 8 ‘ 8 S 8 ‘S 8 ' 8 'S 8 ' 8 ‘ « " 

i tOW^XOOO^OO-S ^ S?,,*? O G ^ u 

: S as'os'’<3scx)'o'c<r^’'o'oo*o6‘tsr ^ g od?-g 

coco coco CO COCO'S G G*1 gS’S 

i ;‘3-gS Sm | o.a s 

i iisl^ss ff 8 1 

1 to (X X ^ ^ to 

I O to og p 

} ::::': : : : : : :tji 2 b^.^'ox "S 

j tH<M COrHtoX^-OOOSOrH <U G ^ G 4 J - to fa 

■ § 88 Sg§ 8 §§^S; 5 i 2 -S§|§ 32 .| 

) ^SS^S-g^g-is 

3 0*G G d 8 O g G 

' G 13 ^ fa t-.’d O 

^ -2 j T 3 1 ^'T 3 ’g ^ G 

§ OC<lG^§bis^ 

3 acoxco ==! S3 c ^ O 

^ <DC3sGCJSflj5H*^ «.M 

^ ^^■fa’^XtoG-Si.a 

-» CD .fa *-» CD . « 

j xGj-,yfa?x 




is further confused to this extent. 



Company No. 


FOR STUDENTS OF ECONOMICS 


123 




rH OS 

COtH 

LO 

<M T-i 

rH CO 

CO 

rH CO 

lOOS 

CO 

bJtsT 

CP co" 

CO 

CO OS 

tHCO 

T-l 

!>• rH 

tH 00 

CO 

l< 

i-H rH 

*> 

T— ( 






CO QOcDt-i CO 
00 00 <MO<M 
tH COC^ b-CO 
csTtocdcTor 

COI >00 <N 
CO t-H 

00 oo' 




flj 


o 


w 

CO 

OJ 

< 


d o 
*2^ 

8:2 
O 05 

cij C! 

.2 a 

to 
U5 *-* 

o 

CJ "i-* 

Stj 


u <D 

oS 

1 h 

Q, U. 


.a c 

aj*s 

-rj CL) 

a 0) 

c3 xJ 
-C 

W5 

d Cd 

O 

0) 
0) u 
,2*Z3 

a 

§ 2 
a. 
o — * 
h ^ 

a 2 


d 

o 

XJ.-y 

no 

d g 

CO u 

ctf 5 
-?*co 
t£ O 

d tuoiS 

os 

;a c”- 

2^2^ 

CU^cO O 

gj'S-l 

d 4J 2? 

g s ^ 
S'3^ 
-*-* ci< S 

' — ' O cn 

’S’rt ® 
cO 

CD ^ 

o d ^ 
CL) CtJ S 
i_ > d 
cnTJ 

^ - - ■y ccJ CJ 

O to 05 C 


JiSS g.S'ol 

w 8 d d g to 
tn'dcsicOo-tjS 
Mfeaagd.Sd 

a a « §.e ° 

h(2qu 

d 

ID 

u 


nd 

d 

CCJ 

c/5 

4-> 

d 

(D 

s 

0) 

> 

2 

cu 

S 


d 

0) 

a 

d 

a 

<D 

XJ 


S 

.5 

S 

0) 


X/i 

W 

HH 

H 

5 

D 
U 

. w 
'C/5 
15 

o 

p 

s 

w 

•Ok 
■ Q 
55 
<5 

W 
(« 

. ?5 

• M' M 

j^- ;g o d 

i fe S 

p O >W 

Ph 5^ o 

jij S o ^ 5 


<D 

O 

d 

2 

3 

tfi 

...s 

B 2 

15 .3 

i-i CLi 

cn 

(V 

d 

3 


:pq 

Pi 05 

P <D 
S 3 
P a 


i fe S 

p o >w 
Ph 5^ o 
ptj S o ^ 2 

W p C) d S 

a 8 §)X3 5 

Ph § d cc d 

« tn d sc d r* 

xbJ O <L> ^ ..••*-« d 
0 3^ t«’p c> 

H ^ d Hrd.T-* 

CO ^ o S a S 3^ 

•in W t g H 

gu||s<^^a 

o 'li Qi <} <rf 

S w 


>> 

d 

C!j 

a 

S 

CJ 


5>. 

XI 

XJ 

U) 

+J 

o 

a 

0) 


0) 

> 

w 

> o 

•j3 o 

O 4i>> 

3 ctf 

S§ 

a.2 

d> -M 

*"• X 
•p 
XJTJ 
0) CO 

■y J-> 
•S d 
8 § 
ao- 
0) ^ 
•Sj 

4-» d 
CO “ 
tn 

0) a 
.S*N 

3 C3S 

3 ~ 
C<l 
XJCM 

s 

3 ci 

to d 


$48,225,555 



Company No. 2 (continued) 


124 


INTRODUCTION TO ACCOUNTING 


g 

to 

00 

00 


(N 


OOiO 
O CD o 

OiCDO* 

OOO 


t^rH001>l>OC<»00 
CO 00 00 CM 05 o O CO 

lo c<r i> i>r cvj 

CO O O 1> CO tH »0) 
(MOOCO O 


05 

w 

H 

HH 

HH 

< 


cn 

W CO 

fcj ^ 

w § 
M > 
<i^ 

ct3 




40 W5 


c/5 

4-1 

(D 

o 

Oh 

T3 

d 

03 

to 

t4) 

d 

c/5 3 

. u 

CO C-H 
O) “ 

O to 

^.2 

’o.’w 

a § 

WCL, 
o o 


X! 43 *-• 

d d 


c3 CO (it (i^ 


u 

gm 

P4 

p 

u 


IS 

O rH 

cScS 

10(N 
CO rH 

coco 


bo 

.2 

d 


03 

X 

CO 


^ ^ C3 d 
d d ^ s 


XJ ^ 


JS'oJ X d d d*> 

CO H H 

■SXJXl^^XJXJ 
d cL> cun^rd <u <v 

D 3 3 Vh ViK H H 

o w d d 

o o o d d cj u 

U O <J o o o u 

<<<uu<:<: 


, >> 
o d 
d cd 
O) Q, 

.. d 2 

!z; hU 

^P-I CD 
^ <UXJ 

rS'-d 

U^x 

>c3-o 
Su g. 

s 


c/5 


o 


(Ci a> tn 

o aw 

tn x**^ 
^(0 

w 

c/5 


oo 

Oi-l, 

0'CS5 

oo 


Q 

o 

« 


cu 

tj 

QJ 

Q 


^ ID 
boo 
d ^ 


p 

w 
H 
w 
<J 
w 
w 

d 

o 
u 

p 
5z; 

o. 

o<' 

s- 

O SXX 

Eh c/5 


fe 


cd fli 
a X 
^ 2 
S o 

o CL) 

•S° 

CO bi3 
^.2 
to 3 
X ti 
d ^ 

O 2 
m3 

CO 

cdO 
H! ^ 
d o 

<c/)m 


O 

o 

o 

g 

(N 


rH o 

CO^Cfl 

tH tr- 
ee rH 

ow 

tDc<r 


su , 


u> 

w 

a 

£ W 

S o 

P H 

o !Z 

w ^ 

Q [2: 

< z 

tn M 
P sq 
2 O 
Q P 
w 

P o 

P4 

O w 

|2;Q 
S w 

H W 

;< P 

CJ P 

Wf? ^ 


X O 

*2 tl 

a c 

S i 

J 

^rH 
^rH* 
<D U 

o cu 
d X 
^ 2 

-I 

2 

O -M 

gg 
§ la 

•S 2 

<U d 

1-H y 


d 2 
> 


cu 
cd d 
O cd 

2 « 

o i 

^4S 

c "P 

D d 
o o 

> 


cu cd 

ir 

X ^ 
CO O 

t2 

CU’r^ 

cu cu 
d 


X' 


, cd 
D5 > 
=2 U 

(Ml cd 
cq a 
^ o 
q d 


D 


cu 


o ® 

CO 

TJ b 

S 

M E-* S h 

W CO S 


CO 


w CO e ^ jd 

o I go « 

3s s 


W W t»< 
CO S cu 
W W <! 
p<0<CJ 




cd 

.^X 
3C/5 

-— H 

<U^T3 
O^’Seo 

ID"* 

(M w D. 
rH cd O t-i 

eon d 5 

^•'U<^C/5 

UQ CD ^ ^ 
(Mf®^ cd c 

S w 



CONSOLIDATED STATEMENT OF PROFIT AND LOSS AND SURPLUS 


FOR STUDENTS OF ECONOMICS 


125 


COC3S 

(M 

tH r-4 

CO 

ooco 

rH 

CSI i—t 


CO 

CO 

<35 

05 

CO 

CO 




o 

cs 

a 

a 

6 


o 


•OD 

.3 

u 

a 

o 

o 


Q 

A 


0>0 

U 

OJ cu -y 
CS X .2 
3 O) O 

S o g, 
boJ^S 

.S *b t>J 0 

T3 .C3 
^ S5 bo 
o ^ b 

■S-oi 

:ssi 

3JD 
R 4J 

^ 3 

OT3XI 
3 C tn 
CU 

, O’O 




J-S'S 

*5 *3 43 

4_> «« U 

o 

CD 

N <0 S' 

CD CD .3 
TJ 

CO 

CD »-« i 

CO O P 

flj cu 
U 

xS a; 

<D O ^ 

• K, ® "* 
““ «r 

X) <D b 
3 


15 

O 

H cti 


4J O 

ccJ 

bo 




a e 


3' u. 

.5 box 

43 tjO ^ 

13 cc T? o, 

“ «;.S-3 6 

=3^ J ffS 


s 

PU 

o 


o 

P-i 

§ 

2 

o 

U 


tj ^ 3* 

3-B "* Sg 

" § “-Sf, 

•o g S 2 a 
53 esE '3 § 

+J aj 0-X3 o 


r-t 0 t >-0 
C 3 1 >> CTb O 

00 OOluO o 

CO (N rj^*' 1 > 
t— ( rH CO 



82 

r-TtC 

ooo 

(Mt-h 


' >. 
a 

cd 

a 

6 

o 

U 

>. 

.2 

r§ 

’co 

JD 

3 

CO 


ccJ 
j3 
CO 

I 

<u 

I 

p-i S" 
-So 

4J ^ 

ccj CD 

’9'S 


cO*C 4 

CD 

-I 

..rs w 

toQ 

Q 

u 

p 


o c 

d.2 

o 


.X 
. CD 


: d 

! o 

: S 

• 3 


• XJ 

• d 

• <3 


. d 
. <D 

. a 

. X 
. CD 

! ho 

‘.S 

d 
. d 


3 S 
13 ^ 

CO O 

C5*2 - CD 

3 ^ 

’V 

uW : g 
§ O ^ 


• bo 

• d 


3 w S: 

2r i ^ 
Ia1| 

3 O 5^ 3 

*w d d.o c 
o .2 .2 ^ ij 

•M ] W 0 

£ 

P p Q ^ 


CD 
C’3 

s > 

3 +J 

<u g S 
■« S S 

3.d 3 
3 rj 

f g'S 

2 ’5 a 

rd cd 

3’G Jg 
XJ W s 

^4-. b o 

o 2- X 

C) 

X P d 


^.S.t 




U) ^ 

UnflH 


d d d 

.2 .2 .2 

'So ‘53 *SS 

>*>*> 
O P P 
u. u }-i 

C 1 -iO-iPh 


2,455,624 
$ 1,478,508 



126 


INTRODUCTION TO ACCOUNTING 


00 

1> 

05 

o' 

uo 


0(M 

CM 

o 

(M 

CO<N 

iO 

X 

O 


<G 

1> 

(M 

1> CO 

<D 

CO 

l> 

(N CO 
<31 ^ 

CD 

O 

t 

r-t 

(M 

c<r 

CO 


C<f 






OX! 

*0 2 

oXi 


va 


CJ 

o 

XJ 

G 

o 

w 

§ 

P 


oi 

O 
X3 l7 

^ 3 

+j <u 

X! c 

2 S 

<u o 
o o 
a c 
i2 .iS 
15 13 
MP 


X 

CO 

0) 

o 

G 


X 

O 


<U 

-O 

o 

ctd 


JS 

3 

e 

3 

u 

X 

CO 

G 

o 

’'2 

*c3 

a 


G 

X 


a 

o 

la 


T3 

G 

<U 


la 

Q 


00 

G 

G 

G 

ccJ 


"a 

u> 

G 

CO 

■TO 

<L) 

G 

G 

w 

. o 

4) 

15 

P 


no 

cd -*-* 

bflS 

G 

• -H to 


T3 G 
CD O 


q; 3 

X *3 X3 ^ 

4^X ^ 

cfl.G 0 

cd ^ G 
G 4) C+j 

Xf 3 *> 

G G 

<D 2 


. 3 cd 
gx O 

G (1) CU 

■*“' >-( .3 "73 1-1 

Ai Oh2 ^ — 

X ^ X O U 

Gx q'^ m 

jDG^JxXcn^-i^^D 

GGoQO-MGXOtn 

. 3 gJ3 £f g O'® J! 

2 S h-si S-S o.'^ o- 

Ik c 3 ipCiJ ^ •" CO CO 

ax fe X > ti X •’- 

ts. tn'^tccU3y^4j 

g Sl-S I ° I cn-^ rt 

2 " ^ a 0) 

(£§g-'ic3 e“’«c 


bit) O 


j^.G § ^ o 0) 2 . G'Ju> 
O+jXS^g^— W_g3 
0*3 O OJ S 3 G tiGi ^ 

4m) * )h py/ O Cti ^ ^ dJ 

C/1 g'gjW OX 'f g cn a 

^ <U Cfl 0.2 -^•'^ o 


0) X 
<i> -g 

•2 
*a 
S 
w 




^CcdGn^^go 

4->^ 0+-»*3*^ O ^ O 

X!g“^ 0 w>.bj052y 

•a>g-g:“.2 S.sgg 
iief: 2 « oc-^^ fc 

“•ao.SidS^E .'S 
G 2 bX)X 1; X 3 (D X _ 
<U ‘■H .g X 52 T X3 O) G 
x‘^'a325SG'*-*G?^ 


'"Xxx M o 

.2^ ^*2 3 


3 c 
G 


'5 pJS 52'-a« S s 

tuO -3 TI i2 


£' P S " (U « 


o -y 

4) G 


o a ' 

>-( * (D X CG ” 4^ *ljij 

^ GX 4)X J-iQ G 

4-» C cn a ^ ' 

O jM G X 3 j-i 

3 C X fd rj G P 

.>px s 5 ^ S 

S ‘^x: P*3 

-Gn3^0GG4)'-’^ 

StuG-SGPoGtJO 

.2 m OTi^ G 
3 GXr3G 3 C.S a*^ 
??4/^_G3G4 )+j X 

Iwg^-g:;'^ ^sgo- 

ba^ G.tio g 2 cS'^ 

5 g .2 g 2*c£2.a ® 

X 


4> G 

■ . r-j G 
^ 4-) X 

«■ 

sl.a “ 

>’old 

O 

« gx 
0*5 o 

X 


'gg 

.2*1) a 
fS'§ ® 


S 8 

C. iix ® 

P 3 G 

>i=l sl^o 


G 


provision in the regulations of the Excess Profits Tax. 



CONSOLIDATED BALANCE SHEET AT 30th SEPTEMBER, 1940 


FOR STUDENTS OF ECONOMICS 


127 


lO 

tH 

05 

O 

00 

rH 

oT 


00 r-( !>«. 

^*4 OCO 

rftScD 


O 

Z 

>» 

d 

d 

a 

a 

o 

Q 


lOO 
05 (M 
05 05 
COCO 
tHCO 
05 lO 

<aoc<r 


C/3 

h 

W 

c/3 

C/3 

< 


a 

.2 

+3 

> 

T 3 

<U 


«J O 
oU 

^ M ^ 

Q. CO "♦-> 

*0 

4 ->i 2 o 
- 0513 

05 H C3 
rH 5 « 

04*0 ^ 
< <1 CD 


1*^0 
O *'9 
1^-0 
3 vJ c; 
f? r OJ 
W O CD 

cc5 


to 


CQ. 


W 

"o 

.. (L> 

fs 3 ^ 

£ 


1 

z. «J 

I CD 

aJ.^ 

l-i 4-» 

o* a 

a 05 

{li 


t^OOTH 05 
COr-l COO 
»Or-K^C01> 
00 l>- N* tH 
O O CO O 
iOr-ir-iCO 


a 

> 

XJ 

c: 

c3 


.2 

‘o 

o 


c 

o 


X3 

o 

o 

o 

XJ 

a 

c3 




J CD .CO 


^ .r 

O 


u. ' 

<1> to 




ci 

X3 
O _ 

^ s 

tio 


I CD 

0) 


o c 


CD it 

2-2 

li 

:z; >*5 
w c 

rtH-i 

P!i 

{□ 

U 


<U ? to 


^ «1.2 
ziB Z 
o 

o p “ 


1 

Iffi 


'“ISl C2 

:-2 S 

SXJ 

‘ oJ E C3 
> o 3 o 


Cfi 


h-*< ■ C 3 

CD CCJ W 
4-» Tt _ 


H 
§ 

g 

CD 

W 
> 

JS 

Q 

< 

M W 

o o 

< qA 

gs 

gu 
S Q 

>< p4 

S 

gs 

C/ 3 Q 



128 


INTRODUCTION TO ACCOUNTING 


oo o 

2 >,OtO to 

« 3 <Nnr CO 
^ * 1 ^ 


t'-C<lQiOiO 
rH CDOC<l (N 
ri^OqiOrH 00 
odoto CO cT 

CO 00-^ to o 
CN CO CM 


. x’-'rH . 

• oj (U ( 0 13 

:^3:3 3 

. U O cti 
- O) u 

, 4^ n.<C 

■O I 

• S Si ^ b 

• OJ C3 (y ctj 

^T 3 X! 

^JSq o 

^ o o OO 

c2 -dod^'g 

ll^gj 

hIIIP 

z o 5^ g >> 
w y B ^ -9 i'S 
p^ <d Q p-i O 

rA 



FOR STUDENTS OF ECONOMICS 


129 


«N 

CO 05 

(N 

05 (M 


'rt^ O 

CO 

OO 00 

05 

N CO 

05 

lO 




a 



O rH 00 




05 CO *^05 

o 



iO|> lOKO 

-C 



jH tH 00 T— < 

03 



T-«l ""Ctl 

CO 

S 



CO 

03 





CQ is 03 

^feC/3 § 
^ o cu 
S u 

.2 0'5tx4 

05 4-> 

*> § o’rt 
O Si K two 

CL,C1 Wh 4 



i. 3 (continued) 


130 


INTRODUCTION TO ACCOUNTING 


o 

2 : 

w 

G 

m 

Ck 

a 

o 

Q 


10 05 


to 

C35 

r-( 05 


r-C 

CM 

05 0^ 

05 

00 

t-i 

r-T 00 " 

05 

df 

to 

l>X 

CO 

05 

tH 

iq_x 


CO 

lO 

rH j 

of 


r-f 

m ; 



a<^ 


OIO 

OrH 

xoco 

CSCO 

CQCQ 


88 

O 10 

OO rH 

rH 05 


a 

SS 

2^ 


U 4 J 

0) o 

XI CO 

SnD 

OJ (U 

XJ ^ 

•J-1 CU 

4J o 

ctf ^ 

Oi ■«-» 

o 

d o 

3“^ 


3 .. 
fl 

Ti Q 

g< 


O) 


*^>13 

C5 jujj 

AJ ^ 

*.S'> 

Qq 

S° 

c«53 

11 

li 

£0 

e 

a 

p 

w 

Q 


XJ 

<u 

E 

d 

o 

X 3 

hC 

d 


d 


a 

cx 

< 


o 

03 


Ou 

0) 

CO 


d 

W 


d 

CQ 

cn 

u 

d 

to 

T 3 


d 

w 


X X‘1S 'U 
d § 

=a.2 

w.sS ~ 
bjo o tJ X 
C CU S 

2 '=^^■■3 
3-S > a 
m o't S 

-S ^3 S 

£51 -M *-K-t 

w s 

tn CU '•-> 
•T! cn cn j. 

Sts 2 3 
pc S <u^ 
0! 

. <u ■“ 

CU X^ > 

" 3i 


-■•i 

•ri d 


o ^ 


o c 

^■|d 

"d d X! 3 

'« ud ‘ “ 


J s ^ 

^ w d 


CD ^ Tl >0 

X! d ;X t;! 

■w d EZ d ^ 

l y 

w s -d SS 
t>JOo • S 2 

§ ° s o E 

E 2 S 613 
d +:3 d o 

C 

gX3 O j3 -M TiC 
!> <U . 4J C (35 

o S ^ Q dxi 

■d ’wdX 2 ^ 

^ *7^ d cn d O 

cn CU d 


O ' 


I <u 


.Si >^3'^ 


dxJ'TT 01 

aS °.H 

— d cfi d 

N »- d 2 OJ 




_ o d 

3 4-> ^'■ 

X O 4 -» 

(-♦ < «4»4 d) >n 

w ” o ojaCD 

?-« CD . P **"“ -d tH 

CU ^ CO ^ 
d d CO 


N»-dd<l>CUtnKd 
.d£u0g>di20X3 . 

go-a g g.S 

o'as^“4j Sl3*«SSSl 

'd>2ox'^o 

dfidS’d ,<ucncod 
• • . CU 


S o£ J c.a-a £ 2 S "* 

3 « 2-S 5^ S-g SS 

X §x.« d >1-5 ’"1 


CM 


|.S s I 2" oj 
X ^ S.-d g ^ 1 

u d co.dco’Trt d o 

o au-dx S2 5 3 d ° 

KQ o cuXii d ^ o •- d 
ocJwcu-d'^d ^d-d 

Oct-iX d bo'*-* o b> .2 

X<ucU*!3d^d2X’T3cj 

S)^ 6 p S w *d § 

£|;|js|si|| 


'g ^ ^ o dxj 

■*-» ’^’o. d 2 & >vX 


UdX<U'^73o2‘dn-ibJ0 


« S §43 s °o‘ 2 P'S !> 
S:2|r.S-2|o.|^| 

S-w-d ^§ldJ2 CUX 

.2'5 d c-g > « 

Sx 2 ^ zj 

rdXX SS CO Sod’^Si 

d-, u-Odi-'XdnX’^ 

;a_g O d 

d’g d 4) ”^co 

d fe.S o oJ'S+^Sx sZti 
Sq^ > tu 22 xs .c d 

«-a.sp&-s|§|8 

.•ggBji«^=3a|o 

2 d'-d ^ “ “ 

m 


s^l « a | 2 § « 
-H| S2 

° O “•« 43' 

^ X O o 
2 o co*d 

O CM ’X 


x> 

adXJ 
*'"< .d 4-> . - 
3 V <U d 
qy O X 

wiz; s£ 



FOR STUDENTS OF ECONOMICS 


131 


C001>00»-^ 

O0COO5 

o'c<r TiT'kfDof 
a>-^oococi 
00 


S 00 


G 


G 

0 .. 

0 

Aco 


to 

.s 


.2 

*43 

cuth 




a 

cS^ 
w -r 


Tj- 

C 3 

CO 

’5 

6 

0 

tj 

tii^ 



cd 


<u cd 

.a > 

u ^ 


4 -r 

CO 

0 

a 

S 

C) 

u 

u 

0 

Wt 


fe 5 

o p: moo 

CO W 

w pri .S-g* 

3Ph 2 3 

go” ">■§■ 

gwj2-a§ 

(ji M S O4 

pg«J 

fa W 

S § 

fipfe 


$7467,926 



4 (continued) 


132 


INTRODUCTION TO ACCOUNTING 



00 05 

rJ4 

COlO 

CD 

05 

0^ 

»C (N 

CO 

CJ5tH 

CN 

no 

rH 

rH (M 

05 

CD 

CO CO 

10 

C35 0 

l> 

0 

Ttl ^ 

lO 

)uO CO 

CD 

<£} 

eo 


00 (M 

rH 



o? 

Wr-T 

*> 

m 





CD rH 
050 
ICO 



'^OOC^O 
(NCOJt>Q 
rH C>a 00 0 

0 CO 
005 
C 35 <N 

ZDCS 

^CO 

10 



rH to CSTtO 
CO ''CH CO 

coco 

COio" 

rH 

)[>^ 




r-T 

cnT 


o 

& 

cts 

tk 

a 

a 


C/3 

w 

I— J 

H 

5 

3 

< 

3 


C 
w cfl 
oj 

^ 3 g 

H O d 

Z H 


d 

d 

c/: 


g< 


p 

U 


03 5 ^ 

£h 

IS 

n ^ h-3 

O’c S 

i«i, 

I al 


-d K> CO Cj 

1§'S-i 

CS (ufe > 
a> w , 5 

®c-Bl 

g «;> d 

.2 a ^"d 

d -l-J Vm ^ 

.. w O d 0 

toPnOPfe 

(xl 

^0000 


J3 . 
W o 

t: > 

S a 
cu o 

3'^ 

d O 
d cn 

g 2^ 

g O 
.^g 
d g 
*2 o 

So 

Ug 

6?^' 


gSs 

»J 3 r^ 

c/5cn 

XJ d 

^ I 

..a; 5 

«£ U O 

hPhU 

P4 

<J 

u 


cn d 

d o 

fH 

e4 

d 

m 

ft 

w 

!z: 

<1 

W 



Company No. 4 (continued) 


FOR STUDENTS OF ECONOMICS 


oo 

1> 

CO 

1> 

o 


(Mb- 
OStH 
Oi-< 
COOS’ 
1-1 <M 


I 

o 

u 

u 

c« 

«3 

O 

P 

Z 

< 


o 

Pii 


s 

Q 

P 

fl 

*0 

a 


g 

Q 


O 

03 

:z: 

o 

u 


iS 

’c3 

CO 

CO 

cd 

r2 

*5 

a 

CO 

cd 


cu 

bo 


P o’tS 

crs o 

w Cd CO 

Sj.g 

cd 

O CO bo 
W^’tJ 

c 

w.S ^ 

P y 0) - 

CJ CO 
« ? O 525 


Qi— r 3 w 

"2 

o o " „ g 

2 -s^S| 

H ^ +j psj W 

^ 2 O f*< 

w< - s 

Ph w 


W 


dgl§ 

.9I5« 

+J w w 

> w 


Ob- C^i—f 

O C<» tH rH 

lO CO lO >up 

co"od ti^'i-h' 

iOOS-^ 
i-H cq CM 


:*> 

• O pH 
cn .1-1^ 

2^ -Q- to 

0*0^ 
CO 4J H 

-v-rt 

2 CO 

o H CO 

^ fa Oi OJ 

u ?^’T3 cj 

QQfcW 


to 

fij 


700,857 

Net Profits for the Year, carried to Earned Surplus Account $ 542 060 



Company No. 4 (continued) 


134 


INTRODUCTION TO ACCOUNTING 


O 

a 

<1 

Xil 

P 

S3 

p 

c» 

Q 


Ps) 

Q 

H 

Q 

M 

Q 

m 

Z 

O 

a 


oo 

CD 

i>o 

o'n 

CSStH 

Oio 


CSI 

CO 


o 

hJ 
Q 

z 

S 

• s 

ii 

rH laj 

H-g 

W 
fsJ W 
C H 

w § 

^CL 

mZ 


lO 

lO 

(N 

i—T 

lO 


c 
o 

<L> 

u p 

Ct5 J2 

^4 

Vk Cu 
to 

<1^ ti 

i-t c 

cL 

o 

D 

>o 

•zi® 

’d o 

d-o 

3 d 

r 1 ^ 

D'C 

J5.C 

•M-o 

§§ 

J® 

dxi D 

ssl 

^ ^ d 

i oT ^ 

U* V. 
v^d rt 
'^oG (i 

tH W 
<4-( J_, 2 

O i) 

jd d.**-* 
n 


D 


rrt 

CO 4 -> 


to 

-O 

d»o 


■w to 
C p 
^ irt 
o 5 
4 :; 

'CO 


"2^ S 

.> ^ d 
•d J 2 d 
2 ^ d O 

=3:3 S 

W 

CT* <y to 

CU 

3 5d 
feH 

to 

to 

W 

P 


CO 


d 

JS 

"cO 

pq 


-o 

0) 


W 

u 

3 

<1 

PQ 


^ oJO.S 

^ fcj 0 ^ 4 d 
— j d d 
(i> rt O rt 
fe ^ *4_» d 

O 

<-•< fi> (j *■*“« 

s§ g-| 

-ijT 3 3 

u-^ 

d <i> 

rd XI ^ d 3 
O d QJ 

^ d Sf-d 

id^ o 3 
— I D d 


'G O ^-d 

S 3’5 W 
td cr*^ w 

3 yj O O 

•^.2 c ^ 

cc} .tJ .2 < 

^ 3 d'd 
d o * 7 ? 0) 

^ g^ 2 :i;d 

gu^ dP 

o ^'S'd 

d.H 3 tti d 
> top o 

o 8 0.2 

CO o 

e; 

.5 c. 

4J .w T3 D 

2 ^ 

r-ns I o 
G D-O'-- 

” P 2 o 

^ cd to ir 

O to 73 

^ P O P 

g|-a^ 

S ^'5 . 

4j,^ d_ 

S « e S 
>■5 g.S 

a E 

j- o &2 

J E.® 
’S. 2 r'To 
o 

^ « e2 

3 S 5 5 

44 O 
to bj uT d 

§ lea 

O Cd a> 

p^E w 

liii 

tio d tx 3 

1-4 TJ •«< CO 

0 0 3 3 

srsw.o 

> .4 

;d 2 

* 0-0 > rt 


u cd to ^ i:::;; .2 
3 .ti p G D td 
^ a > o Curzi 

^ Cd d P J3 
dP a.2 
S t- o U 
O D ^ 03 P ^ 
^ ’X3 4-> is +-i 

.d GO d 

3 X d CL) 
-oJItjQ d bfl 
D ^ d ,« d 

= ^ § d g-S 

cd to X C 

s U s Hu 

G -d O * «4 

h "3 P QJ .2 G 

^73 .s CO U 12 

— 3 to CO G 

:S^ 

4 = « rt ^ p .. 


sIIe^I 


-•P 


d?' 


c€ 


3 

■3 0) 

O O 2 ?^ 

^ B 

S.E § s « . 

d 3 k-^tdP^d 


Q, -'-^ T\ ^ .5 

^ P S 13 f? ^ 

i-SSS 

O g 

” " to.tj 0) 

X 2 d 0 ) D > 

T 3 c o^cojG 

d^-s^-- 

^ ^.Br- >^ 

CO bo p 42 CO* -t; 


D U 
> G 

u, ^ 
D ^ 
I to - 

I D 


■ 3 ^ 1 ^ 

G -. to _cd 


SB 


■W ^ » » CTJ 2 

‘r^ cd w<cd3 

7 W p 0 ) 

O to ^ to 0 ) *d3 

d dE CO 

2 V- >»xJ ^ 

d 3 4 J cuB 

aj; ^ bo-s § 

3 3 U5 S 

O G to 

d aco a g.p 

> 3 3 »-. ti 

Ul tj dJ “ U-4 

w 3 d'gxslo 

. 2 3 ^ 

*-71 flj > 3 ^.3 

O Vh G 0^2 p 

vn Cd P CD O G 
^xi^ todd p 
.ScO g G O t: 

g® ss:^u 

0 3 to x; 2 
'g W CO 3 


CD G'dp 
X)*^ C CD 


d_ 
CD ^ 


B S ^*3 

XS O G — 


3 i-S|il_g 

P G d w <3 d-d 

■i S ®a 


to p 4 U .3 


S 2B 

53 2 g o^ 

£h SE^^ 



INDEX 


Accounts Payable, 9-11 
Accounts Receivable, 9-11, 37, 
60-1, 117 
Agency, 2 
Appraisals, 56-8 

Bad Debts, 35-7 

Balance Sheet, 21-5, 37, 40-2, 45-6, 
51, 65-6, 78, 82, 88, 91-9, 114-34 
Bank Credit, 3, 63, 69 
Bonds, 70-4, 94-5 

Capital, 21-3, 45-7, 76-83 
Capital and Income, 53-4 
Capital and Revenue Expendi- 
ture, 58-60 

Capital Surplus, 57, 79 
Cash Book, 6-8, 28 
Companies, Limited, 3, 63, 76-85, 
91-9, 114, 118-34 
Companies Acts, 53, 63, 66, 80-3 
Consolidated Accounts, 91-9 
Control, Internal, 4, 6, 100-4, 
112-14 

Corporations. See Companies, 
Limited 

Cost Accounting, 109-14 
Cost of Goods Manufactured, 
Statement of, 100-4 
Current Assets, 49, 58, 60-7, 115, 
117 

Deferred Charges, 42, 50 
Depreciation, 50-6 
Discount, 29-32 
Discount on Bonds, 71-2 


Discount on Shares, 80 
Distributable Surplus, 83 
Dividends, 82, 83-5, 99, 107 
Double Entry, 23-5 

Expansion of Operations, 55-6, 69, 
84 

Fixed Assets, 49-60, 66, 116 

General Reserves, 86 
Goodwill, 67-9 

Holding Companies. See Consoli- 
dated Accounts 

Income Tax, 108 
Insurance, 38, 41 
Inventory, 16-20, 61, 96, 117 
Invoice, 14-15, 34 

Joint Products, 62, 104, 110 
Journal, 18 

Liabilities, Accrued, 41 

Current, 40, 115, 117 
Long-Term, 70 
Short-Term, 69 
Loose Tools, 59 

Marginal Costs and Revenue, 
112-14 

Money, Change in Value of, 2 

Nominal Accounts, 13 
No Par Shares, 81-3 
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Original Entry, Books of, 14 fn,, 
28 

Overhead Costs, 62, 63, 100-4, 
10941 

Partnership, 3 
Personal Accounts, 10 
Petty Cash, 32 
Posting, 14 fn. 

Premium on Bonds, 71-2 
Premium on Shares, 79 
Profit and Loss Account, 16-21, 
65, 99, 100-9, 114, 118-34 
Published Accounts, 114-34 
Purchases, 13-6, 34 

Redemption of Bonds, 72-5 
Redemption of Shares, 80 
Rent, 1243, 38, 41 
Reserve for Bad Debts, 35-7, 85 
Reserve for Depreciation, 51-6, 86 


Reserves, 85, 88-91 

Sales, 13-16, 34, 117 
Secret Reserves, 59, 89-91 
Services, 11-13, 38, 41 
Shares, 76-85 
Sinking Funds, 72-4, 86 
Source and Application of Funds, 
116 

Supplies, 59 

Surplus, 45-7, 81-6, 99, 107-9 

Trading and Profit and Loss, 
Statement of, 104-7 
Trial Balance, 24, 42 

Vouchers, 31, 32-3 

Wages, 12-13, 38 
‘'Window Dressing,’^ 90 
Working Capital, 115-17 



